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PREFACE. 



The following treatise is a systematic exposition of the 
principles of political economy. Avoiding almost all refer- 
ence to other writers whose opinions differ from his own, and 
avoiding also any direct notice of the controversies which 
have been a^tated by the many distinguished men who have 
successively occupied the path of investigation in which he 
has ventured to follow them, the author has aimed to arrange 
the various topics comprehended in his general subject in as 
logical an order as is practicable, and in a manner the best 
adapted for the instruction of the student 

The difficulty, however, of accomplishing the objects aimed 
at has been realised by him to too great an extent, for him to 
suppose for a moment that he has succeeded in doing more» 
than approach somewhat nearer to their accomplishment than 
he would have done, but for the efforts which he has repeatedly 
iDad&during the delivery of his lectures, in a period of not less 
than fifteen years. Much of this difficulty, it may be observed. 



arises from the circumstance of there being scarcely any one 
topic, in the whole range of the science of political economy, 
which has not relations less or more numerous with almost 
every other. Writers on the subject who make a rule to them- 
selves to treat of every topic in succession under a separate 
head, never formally returning to it the second time, labour for 
this reason under a great disadvantage. The author has not 
hesitated to sacrifice every consideration, in respect to 
arrangement, to that of being enabled to advance from the 
beginning to the end of his treatise without taking any pro- 
position for granted, the truth of which he had not previously 
endeavoured to establish. 

He has, besides, in no case made use of any technical term, 
without first defining it with as much exactness as was in his 
power, or without defining it immediately afterwards. 

And it may be proper to state that, to adapt what he has 
written still farther to the purposes of instruction, he has 
divided it into a great number o( short chapters; thus aflbrd- 
ing frequent resting places, whence the student can look back 
and survey the ground over which he has advanced. 

But while his work is ofiered to the colleges, and other 
higher seminaries of education in our country, as a text-book 
of instruction on the subject of which it treats, he is desirous 
of having it understood at the outset, that it is neither a com- 
pilation from the works of others, nor a mere elementary 
treatise. It is hoped that the poliiical economisi will find ia 
it enough of novelty, and of novelty that is consistent witk 
truth, for him not to regret the time which he may have 
bestowed on its perusaL 
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AnooDg those parts Of the present trettise which the author 
himself is disposed to r^lurd as most worthy of attention, 
is first, the manner in which the whole subject is introduced ; 
the definitions not being arbitrarily given* but, on the con- 
trary, being simply the assignment of names to classes of 
objects. The classification itself, too, is always founded on 
the tAtare of things ; and the name^ aire assigned as much as 
possible in accordance with common usage. 

In the next place, the bold innovation has been attempted 
6t Comprehending as well immaterial or intellectual products 
as those which are material, not only under the definition of 
wealth, but Iftewise of capital What are the advantages of 
dobg so, need n6t be here stated. The author will now only 
femark that the simultaneoiis extension in this manner of the 
ferms wealth and capital he considers to be of no slight 
importance, to enable the reader to take a proper view of 
the whole ground which it is proposed to explore ; and that, 
^haps contrary to first appearances, our latiguage in refer- 
ence to both capital and wealth will become thereby more 
aceondant with the ordiniry nlodes of speech, than would 
otherwise be the caseir Shodd the reader, after having 
advanced through the fourth chapter 6{ the first book, hesitate 
U) yMd his assent fa tbe projpriety of the definitions in ques- 
lioii» he is earnestly requested^ when he shall have finished the 
perusal of the siatA chapter of Che same book, to reperuse the 
fneediog fourtbchapter* If his doubts of that propriety shall 
then not have been removed, so confident of it is the author, 
that h3 would still be disposed to say to him what D'Alembert 
is reported to have said to a young aspirant after knowledge. 



Till PREFACE. 

VfhOf in despite of all the explications which that distinguished 
mathematician could give him of the metaphysics of the caZ- 
cuIuSf was obstinate in disbelieving their validity ; to wit, to go 
on with the study of the subject, and faith will in the end 
infallibly come. 

The author would direct the reader's attention particularly 
to the manner in which the theories of rent and of population 
have been explained and modified,-— theories which lie at the 
foundation of all that follows, and without a due understanding 
of which, what follows will appear altogether confused . and 
unintelligible. Those theories are now presented in the saraie 
form as that in which they have been delivered in the author's 
courses of political economy, beginning so long since as the 
year 1822. His views too, as they appear . in the present 
treatise, relating to population, in connexion especially with 
the subject of pauperism, were published' in one of our Ameri- 
can annuals, in 1834.* 

It may also be mentioned that political economy is not 
regarded in the present treatise as a science only of a 
hypothetical description, and as having no necessary conr 
nexion with the administration of public affairs, or with the 
transactions of private life. So far from this, one great object 
which the author has had in view, has been to point out its 
application to both of these ; and to the moral relations of 
the science, — relations which, in his opinion, confer upon 
it its principal importance,— ^he has given a peculiar promi- 
nence. 

•*« The Ajmoal of the Board of Education,** edited by the Rev. John Breckui- 
ridfe,D. D. 
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Every effort, moreover, has been made to exhibit the 
doctrines of political economy in as concise a form as is 
consistent with perspicuity, in reference to the convenience as 
well of the student, as of such persons as may already be 
acquainted with the existing state of the science. The former 
would, very probably, be repelled from the study of a much 
lar^r treatise ; and the latter would be quite as likely as any 
other class of persons, to look upon a great book as a great 

eviL 

The conciseness just mentioned, together with the compli- 
cated nature of the subject^ — every topic which it embraces 
baviqg numerous relations to almost every other, as has been 
already stated^ — ^would have rendered it impossible for each 
aq^arate chapter of the work to have been so written as to 
be wholly intelligible to one who had not systematically 
perused the preceding chapters. While the author, then, will 
not be guilty of the affectation or weakness of deprecating 
criticism, he asks of every individual who wishes to deal 
fairly with him, or with his subject^ not to commence the 
perasal of this volume at the middle or end, but to commence 
^ the beginning of it 

With these remarks, the present treatise on political 
eeoiMWy is respectfully submitted to the public. 

Mhd0lpU^ Mb. 1st, i«ia 
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BOOK FIRST. 

DEFINITIONS OF TERMS ; AND THE THEORY OF VALUE 



CHAPTER L 
DBFiirmovs or utility aitd wealth— objbot of poutioal 

SCONOMY. 

Ir we look around us, we shall perceive that society is 
so constituted^ that, while only a small portion of mankind 
are placed by Providence in circumstances of such afflu* 
ence as to render them disinclined to make any exertionsi 
whether bodily or mental, to enlarge their means of enjoy- 
naent, most persons are engaged in producing, either what is 
to be directly appropriated to satisfy their own desires, or, 
mofe frequently, what is destined, by being exchanged for 
the products of the labour of others, to minister to the enjoy- 
ment of their fellow-men. In other words, most men are 
producers of utiUiyf in the sense in which this word is un- 
derstood in political economy. For, leaving to the moralist 

3 
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the decision of the question whether many objects of man's 
pursuit may not in reality be injurious to him, and whether 
he be not often making a sacrifice of higher, but future, 
gratification, or even sometimes subjecting himself to future 
suffering, that he may administer to himself perhaps a small 
amount only of present enjoyment, the political economist 
regards every thing as useful which is capable of satisfying, 
in any degree whatever, any of man's actual wants and 
desires. Thus spirituous liquors are said to be possessed of 
utility, because they are of a nature to be objects of men's 
desire ; which desire they evince, and afiford a measure of, 
by the sacrifices they are willing to make in order to obtain 
them; and this utility is ascribed to those articles, notwith- 
standing that their use may, in most cases, be justly con- 
demned, and the philanthropist, and the christian, may feel it 
a duty to make every proper exertion to repress the incon- 
veniences, or mischiefs, they occasion. 

But I wish not to be misunderstood. I do not mean 
to insinuate, or to admit, that the political economist, because 
he employs the word utility in reference to man as he is, 
and not as he ought to be, and because the immediate object 
he has in view is not the moral improvement of the species, 
adopts a low standard of morals, or is indifferent to such 
improvement As well might the votary of any one de- 
partment of science ,be fairly chargeable with necessarily 
undervaluing, and taking no interest in the progress of, any 
other; and the pursuits of the astronomer or chemist be 
condemned as vicious in their tendency, because, in observing 
the phenomena, and investigating the laws, of material nature, 
they take no cognizance of the categories of right and 
wrong. So far indeed, I may remark, is the science of 
political economy from leading to conclusions adverse to the 
bests interests of mankind, and so far is it from even turning 
the attention of individuals, or of governments, entirely firom 
moral to physical considerations, and teaching them to 
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advance the happiness of society by measures wholly 
unconnected with morality, that I hope to make it appear to 
the conviction of my readers, as a legitimate deduction from 
the principles of the science, that there is no more efficient 
method of promoting the physical well-being of a people than 
to difiiise among them, as extensively as possible, the blessings 
of religion, of morals, and of education. It may likewise be 
added, that no branch of human knowledge exhibits to us 
more beautiful illustrations of the consistency of all truth, and 
of that unity of design which pervades the various provinces 
of creation. 

No person, after having become acquainted with the 
elements of our subject, will fail to perceive the desirableness, 
if not the necessity, of having some word to designate the 
idea intended to be conveyed by the term utility, as I have 
defined it ; and if any inconveniences should result from the 
same term being occasionally employed in another accepta« 
tion, this will only be one of many instances of a similar 
kind, which are continually occurring out of the domain of 
the exact sciences, and which require from the student, as an 
essential condition to the acquisition of real knowledge, a 
certain perspicacity in readily perceiving the different shades 
of meaning of which the same forms of language admit 
Whenever also an idea is considered as of sufficient importance 
to require it to be designated by a single term, almost the 
only practicable method of proceeding, in fixing upon the 
proper word for the purpose intended, is to select such an 
one as is ahready employed to denote some idea bearing an 
analogy to that which is to be expressed ; for to coin an 
entirely new word may be regarded as wholly out of the 
question. The closer, too, the analogy, the better, as less 
violence is then done to existing usage. Now in the instance 
under consideration, the term utility is certainly employed very 
much in accordance with the meaning attached to it in com- 
mon language. We speak of a bad use of an object, as well 
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as of a good use of it ; and we speak of the utility of 
weapons, both of offence and defence, although, if men were 
prevented, by the non-existence of those of the former 
description, from injuring one another, a considerable 
addition would be implied to the sum of human happiness. 
It seems to me, then, that it cannot reasonably be denied 
that the political economists are fully justified in the use they 
make of the term utility ; while it may be allowed, that they 
are also called upon to be cautious how they confound this use 
of it with its more dignified acceptation, when it refers, not 
to the gratification alone of his present desires, but to man*8 
happiness in reference to the whole of his future career. 

Of the various objects which are possessed of utility, there 
are a few distinguished from the rest, by one of these two 
peculiarities ; that they are either not susceptible of being 
appropriated,-— or are supplied to us gratuitously in such 
abundance by the liberality of nature, that no one is willing 
to bestow his labour, or what amounts to the same thing, the 
products of his labour, for the purpose of procuring them. 
The air we breathe, the light and heat of the sun, and, very 
generally, the water we drink, are examples of this clas& 
All other objects having utility, besides these, are compre^ 
hended under the general denomination of wealth. 

Since the very small number of things useful which do not 
omstitute any portion of wealth are, from their very nature, 
never the products of human labour, to produce and to 
consume wealth are entirely synonymous vnth the production 
and consumption of utility. 

And the province of political economy may now be stated 
to be, to determine the laws which regulate the production, 
distribution, and consumption, of wealth ; with the practical 
object in view of ascertaining the course to be pursued, or 
avoided, by individuals, and by governments, in the diq)Osal 
of the wealth under their control, so as to promote, in as 
great a degree as possible, the happiness of mankind. 
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CHAPTER n. 

RBLATIOV OF UTILITY TO WEALTH ILLUSTRATfiD— J>fiFIiriT10irS OF 

LABOURy VALUE, &C. 

* 

From the definitions given in the preceding chapter, it 
follows that utility and wealth are not indicative of two 
independent classes of things, but that the one class 
is comprehensive of the other. All wealth is useful On the 
other hand, whatever is useful is not necessarily a portion of 
wealth. 

That which is incapable of being appropriated, or is 
supplied to us without limit, can have no claim to be styled 
wealth, however great the degree of its utility may be. 
Hence a case may be supposed seemingly paradoxical. Let 
the supply of a certain article of wealth, bread for example, 
be indefinitely augmented. Like atmospheric air, it will 
constitute no portion of wealth. By increasing the wealth 
of the community then, — ^we have diminished it This seems 
certainly much hke a contradiction in terms. Yet the 
difficulty is of very easy explanation. In the two cases, 
before and after the indefinite augmentation of the stock of 
bread, this article has merely a diiferent place in our classifi* 
cation. In the former case, it is classed under the head of 
wealth ; in the latter, it is ranked with the few useful objects 
which have been excluded from our definition of that term. 

If we now make a contrary supposition, such as that 
water has become scarce in a beseiged town, where it was 
before so readily and abundantly procurable as to be had 
gratuitously, the consequence will plainly be that it must 
hencrforth be regarded as wealth; and the enemy may, 
therefore, by simply cutting off the supply of water, have 
increased the wealth of those whom he has been making 
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every exertion to distress. Here likewise, it must be hardly 
necessary to remark, the seeming contradiction arises from 
the removal of the article in question from one of our classes 
to the other. And when this is distinctly perceived by the 
reader, any suppositions of the kind which may be made will 
form no objection with him to the propriety of our defini- 
tions. 

Again, according to our definition of wealth, it will be 
proper to say of a man who has only a sixpence in the world, 
that he is possessed of wealth. The expression may perhaps, 
to some ears, sound not a little singular ; and it will be because 
we frequently employ the word wealth m a relative acceptation, 
as' implying a more than usual amount of the various objects 
which I have stated it to comprehend. This, however, ought 
not for a moment to cast any doubt on the propriety of the 
definition of it above given. There are two points to be 
considered in the business of defining. The one has reference 
to our classifications or arrangements: the other to the 
name by which a class of ideas or objects is to be designated, 
after it is once formed. The former is generally the more 
important of the two ; although the latter is very far from 
being unimportant We must first examine whether a certain 
number of objects possess common properties which are 
fitted to render them interesting as a class, in their relations 
to science or the ordinary purposes of life, so as to require to 
be frequently spoken of together ; and this point being deter- 
mined in the affirmative, nothing remains, as has been already 
mentioned, than to apply, to designate the class, that word 
which has been hitherto used in an acceptation the most 
analogous. In the instance under consideration, there can 
be no question of the importance as a class of the objects I 
have denominated wealth : the only dispute must be as to 
its name, respecting which I shall say more as I advance in 
my subject At present, I shall merely observe that the 
definition of wealth which I have adopted can be shewn to be 
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improper in only one or other of two ways ; first, by pointing 
out some other word whose ordinary meaning is more 
analogous than is that of wealth to what this is intended to 
denote; or, secondly, by showing that, however desirable it 
may be to bestow some name upon the class of objects which 
I call wealdi, the word wealth should, nevertheless, be reserved 
to designate another class of objects, still more analogous in 
its nature to what that word signifies in ordinary usage* He 
who is unprepared to do either of these has, as yet, no right 
to object to the use I make of the word ; even though it should 
partake occasionally of that ambiguity which is so frequently 
the resuU of the poverty of language. 

When, however, in a certain context, the word wealth 
has been' so exclusively used in a relative sense as to render 
it singular to apply it (AMlutelj/f and this application of it 
can be readily avoided, it seems to me that it would be well 
to adhere to the established usage in the case. The phrase, a 
man of wealthy is an instance of this sort But where usage is 
not so decided as here, it would, perhaps, be better to avoid 
the ambiguous expression altogether, if it can be done without 
awkwardness. 

The adjective toealthy is always employed in a relative 
acceptation. 

By the wealth of a community or nation, is meant all the 
wealth which is possessed by the persons composing it, either 
in their individual or corporate capacities. 

I have already had occasion to use the word labour ; and, 
in doing so, it was scarcely possible for my meaning to have 
been misunderstood. Still it may be as well for me to define 
it with as much precision as I can, with a view to avoid all 
future misunderstanding. Labour then, — it is of human 
labour alone of which I speaks — ^is exertion of body or mind, 
and exertion of a painful or at least disagreeable nature, 
which, of course, one only consents to make with the pros- 
pect of receiving, sooner or latter, an adequate compensation. 
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There is, consequently, much muscular action, and voluntary 
muscular action too, that is not labour. It would be unplea- 
sant for us not to exert our bodily or muscular powers in a 
certain degree. Indeed the pain of absolute and continued 
repose would be intolerable. So likewise with respect to the 
mind. All thought is not intellectual labour: only that 
thought is laborious which implies continued study. ' 

If labour be thus defined, we may conceive of the 
occasional existence of wealth without its having beenproduced 
by labour. Of this nature is the game obtained in the 
exercise of the pleasures of the chase, the fruit that is plucked 
by the traveller from a bush growing wild by the way side, or 
a precious stone unexpectedly picked op by him who is engaged 
in exploring the solitary places of the earth, in search of 
objects of a difierent description. Wealth of this kind bears, 
however, a very inconsiderable proportion to that which 
labour produces. The errour would therefore have been an 
insignificant one, at least practically speaking, had wealth been 
defined to consist of ** the products of labour ;" or, to express 
myself in equivalent terms, when we say that those products 
constitute all that we mean by wealth, we shall be asserting 
what is very nearly coincident with the definition of it already 
adopted, — ^so nearly coincident with it as to justify me, when 
I hereafter speak of wealth, in regarding it generally as 
identical with the products of labour. 

Although I have comprehended the utility which is the 
product of intellectual, equally with that which is the product 
of bodily labour, under the denomination of wealth, it will be 
perceived that I exclude the labour by which wealth is pro- 
duced from being thus denominated. But it may be said that 
men are ever to be found who are willing to exchange what 
they have procured by means of their own labour, and, in 
general, a portion of what they possess, for the labour of others, 
and that, on this account, labour ought itself to find a place 
in the inventory of wealth. Not so, however ; because the 
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only reason why labour has any exchangeable value is its pro- 
ductiveness. When wages are paid to the labourer, what is in 
reality purchased are the sermces rendered by him, or, in other 
words, the products of his labour. So too, where the 
institution of slavery exists, the price of the slave must be 
viewed as a pajonent in part for what his labour is expected 
to produce ; his maintenance constituting the remaining part 
of that payment To class labour, therefore, with the products 
of labour, under the same name, would not only be to confound 
together cause and]e&ct, but would also be estimating the latter 
twice. It is true that no practical errour would result from 
thus in every case doubling the amount of existing wealth, 
because the same proportion would still continue between the 
wealth of one country and that of another, as well as between 
the wealth of a country at any one period of time and its 
wealth at any other period. But notwithstanding this, the 
advantages of not denominating labour wealth, and of applying 
this term only to the products of labour, will, I think, be found 
to be far from inconsiderable, in reference both to the precision 
of our clasafications, and the simplicity of our language, in 
political economy. 

Every species of wealth is occasionally exchanged by its 
owner for other portions of it, the possession of which is 
preferred by him at the time of making the exchange ; and 
what is ordinarily given in exchange for any product, at a 
given time and place, or in the same market, is called its 
exchangedbk value. Thus if three hats were ordinarily 
exchanged for a coat, it would be equally proper to say, that 
the exchangeable value of a coat was three hats, and that the 
exchangeable value of a hat was the third part of a coat. The 
same of any other portions of wealth, whether material or 
immateriaL And so too of labour, although labour be not 
included, excepting metaphorically, under the designation of 
wealth. 

Value has sometimes been distinguished into exchangeable 

4 



22 THE PHINCIPLSa OF 

value or value in exchange, and value in use. But as value 
in use is altogether synonymous with utility, the employment 
of it may be dispensed with. When I speak of value, I shall, 
accordingly, always mean exchangeable value. 

Whatever is offered in the market for any thing else is 
denominated a commodity. Every species of wealth is, there- 
fore, a commodity. And labour is one also. 

From the definitions of the terms, we may infer that the 

» 

exchangeable value of any commodity may be expressed in as 
many diflferent forms of speech as there are other commodities 
for which it is ordinarily exchanged. As all wealth is, how* 
ever, most frequently exchanged for money, it becomes 
desirable to have some word to designate the exchangeable 
value of a commodity when estimated in money ; and this is 
what is meant by the term frice* 

' It must be obvious that wealth may be defined, in perfect 
consistency with the definition of it originally given, to consist 
of every thing, material or immaterial, having exchangeable 
value; with the exception alone, as in the case of that definition, 
of human labour, when this is understood strictly as applying to 
labour itself, and not ix> the services or products of labour. 
And it may perhaps appear to some of my readers that 
the last mentioned definition would be the simpler, and 
therefore to be preferred, of the two. For the possession of 
utility, the capacity of appropriation, and the existence of a 
commodity in limited quantity, it substitutes the single condi- 
tion of having exchangeable value. I have, nevertheless, 
hated the present treatise on the former definition, as 
the more philosophical one ; since the only reason why an 
object Kas exchangeable value, is because of its being pos- 
sessed of utility, because it can be appropriated, and because 
its supply is not tiplimited. 
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CHAPTER III. 

VATU&B OF MOITET — TBB PRECIOUS MSTALS OOKSTITUTB THB 

XOHST or THB WORLD. 

MovBT is that commodity which is most frequently 
exchanged for every other. 

I might, with perhaps sufficient propriety, content myself, 
for the present, with this very general statement of the nature 
of money. But as many of the false theories that prevail 
concerning it are founded on misapprehensions of its true 
nature, it may not be altogether inexpedient to say something 
more, at once, on the subject. 

The attention of my readers may be called to the fact, that 
the precious metals — gold and silver— <;onstitute the money 
of the world ; although in peculiar states of society, and in 
certain secluded districts, a variety of other commodities may 
have been employed as the medium of exchange ; for example, 
cattle among nations of shepherds, certain ornamental shells 
among some very rude tribes, salt in Abyssinia, and iron 
anM>ng the Lacedssmonians of the age of Lycurgus. In 
calling gold and silver the money of the world, it is possible 
that I may seem to have overlooked the copper money, and 
the paper money, in circulation. The former, however, is 
used only for purchases of small value ; and the whole amount 
of it is but an inconsiderable portion of the circulating 
medium. It jonay be observed with respect to the latter, that, 
ID most cases, the reason of its constituting a portion of that 
medimn is, that it is the record, and the evidence, of an obli-^ 
gation to pay on demand, or at a future day, a certain value 
estimated in the precious metals. It is also worthy of remark, 
that the payments made, or moneys transmitted, from one 
country to another, consist almost exclusively of these metals. 
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Not only would the quantity of copper money in circulation 
be wholly inadequate for such a purpose, but the expense of 
its transportation would put this out of the question ; and as 
to paper money, it maintains, generally speaking, its full 
credit, and therefore value, only in the country where it is 
issued, and where it is convertible into specie^ which will, of 
course, be sent abroad in preference to it. 

And it may not be here out of place for me to answer the 
inquiry, which must naturally present itself, how it has hap- 
pened, that gold and silver have obtained a preference over all 
other commodities, as the general mediumi of exchange. This 
will be very readily understood, if we first look at the inconveni- 
ences to which society, as it is at present constituted, would 
be subjected, were there np circulating medium, — and at the 
manner in which men would naturally proceed in order 1to 
supply that deficiency. Take the case of the baker, and 
suppose him to be desirous of procuring butcher's meat. He 
goes, accordingly, with his loaves, to the butcher, who may 
very possibly already be suflSciently supplied with bread ; and 
he may therefore be obliged to go to another, and another, 
before he is able to accomplish his object So likewise may 
the case be in reference to other commodities, and other 
tradesmen. Every individual will, however, gradually learn 
of what articles the persons with whom he deals are most 
frequently in need, and will be desirous to have a supply of 
them in his own possession, to facilitate by this means the 
making of his purchases. Instead of exchanging directly the 
products of his industry for what he intends to consume, he 
will procure with a portion of them, in the first instance, what 
may thus serve him as a medium of exchange. In this manner 
too, we can perceive without difficulty that, where there are 
one or two commodities, whose properties render them better 
fitted than any others to constitute such a medium, they will 
be gradually adopted for that purpose. Now the precious 
metals have properties of the kind adverted to in a very 
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degree. These vre^finii their durability: they do not deteri- 
orate in quantity, or quality, by being kept on hand. Seccndly^ 
they possess a great value in a small bulk, which enables them 
to be kept, and to be transported from place to place, at little 
comparative expense. Thirdly^ theirezchangeable value, or the 
amount of other conunodities which they can purchase, does 
not vary as rapidly as that of most others (I am now merely 
stating facts, vvrithout attempting to account for them). 
Fourthly, they can always be procured in the same degree of 
fineness, or alloyed with exactly the same proportion of baser 
metal ; which, I may remark, is done to make them less soft 
than in their pure state, and consequently less subject to 
wear. Fifthly f they admit of being divided into small por- 
tions, of the same weight as well as fineness ; so that pur- 
chases of all degrees of magnitude may be conveniently made 
with them. Sixthly, that weight and fineness can be certified 
by stamping upon those portions certain marks or figures not 
easily efiaceable, or, in other words, by coining them. The 
more attentively any one will compare the degree in which 
gold and silver possess these properties with that in which 
they belong to all other things, the more vvrill he be satisfied of 
their peculiar adaptation to constitute a medium of exchange. 
The motives which would lead, in the manner that has 
been explained, to the use of the precious metals as a medium 
for exchanging all other commodities, on the h3^thesis of 
society being constituted as it is with the exception of the 
non-existence of such a medium, it must be evident, cannot 
be otherwise than influential in producing a like result where- 
ever, and whensoever, the divisions of labour begin to be 
introduced. We find, accordingly, the fact to have been so 
in the earliest periods of the history of our race ; as is authen- 
tically attested in the Scriptures of the OH Testament. We 
read, for example, in the 18th chapter of Genesis, of Abra- 
ham, that he was ** rich in cattle, in silver, and in gold.'' And 
again, in the 28d chapter of the same book, his purchase is 
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recorded of the field of Machpelah, as a burial place for 
Sarah his wife, for four hundred shekels of silver, current 
money with the merchant 

From what has now been said concerning money, its true 
nature, as weU as the relation which it bears to every other 
portion of wealth, will, I hope, be sufficiently understood, to 
enable the reader to follow my reasonings, untrammeled by 
any preconceived and unfounded notions with respect to it. 
And I shall therefore proceed with the business, of classifica- 
tion and definition. 



CHAPTER IV. 

DKFIiriTlOffS OF CAPITAL, OF THB WAGES OF LABOUR, AVD OF THB 
ACCUJfULATOV OF WILALTH — ^IllMATBRLIL AS WXLL AS MATBBIAL 
PRODUCTS THB SUBJECTS OF AOCUMULATIOH. 

Whatever may be the wealth of any individual, there are 
only two ways in which he can dispose of it, with a view to 
his own advantage. He may appropriate it either to the 
gratification of his present, or of his future wants. In the 
latter case, he is said to save a portion of his wealth. This 
again can be done, fir&t, fay retaining it in his possession, 
and, in the mean time, not applying it to any use; and 
secondly, by employing it in setting persons to work, who, 
while they consume it, are at the same time engaged in pro* 
ducing new wealth, or, in the language of political econo* 
mists, are engaged in the reproduction of wealth,— -in the 
reproduction of it, too, with a profit.^ 

* Hie lending to another of a portioii of one's isceme is not a node of appro* 
priating it diitinct fiom the two which have heen mentioned ; ftr the wealth ao 
diipoaed of moat neoeaHrilj be appropriated hf the homw er in one or otfier of 
thooetwomodeai 
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There is scarcely any thing which, when reserved for 
future consumption in the first of these two methods, does not 
deteriorate, and eventually perish. Where man thus forbears 
the work of destruction, time, or rather the constant action 
of natural causes, takes it up, and sooner or later brings the 
most durable things to decay. Crold and silver are, for this 
reason, almost the only commodities any one ever thinks of 
keeping in his possession for more than a short period of 
time unemployed. And as almost the only motive for doing 
this (which every one knows is denominated hoardings) is an 
impression of the insecurity of property, very few people will 
have recourse to it in a civilised community, where the arbi- 
trary will and rapacity of the governors, and the license of 
evil-disposed individuals, are efiectually held in check by the 
dominion of the laws. To save will therefore, in the great 
majority of instances, be identical with the appropriation of 
wealth to the purpose of again producing wealth. When it is 
so appropriated, it is styled capital ; which is hence a class 
of objects separated from, and comprehended in, the more 
general class of wealth ; and just as, while every portion o^ 
wealth is possessed of utility, every thing useful does not con- 
stitute a portion of wealth, so all capital is necessarily wealth, 
while much of wealth has no claim to be denominated 
capital. 

Before proceeding any farther, the reader should endeavour 
to render himself familiar with the above statement respecting 
the nature of what is saved and appropriated as capital He 
ahouU continually bear in mind that it is destined to be con- 
sumed equally with the wealth which is not saved. The for- 
mer of these, too, may be, and very frequently is, more rapidly 
consumed than the latter. In illustration of this, compare the 
food and clothing of the labourer, with the mansion, and 
the fiDmiture of various kinds, ornamental as well as useful, 
with which it has been provided, of his employer. Indeed, 
the being saved or npt being saved* the being employed as 
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capital or not being employed as capitali has no relation 
whatever to slowness or rapidity of consumption, but simply 
to the circumstance of the wealth in question being, or not 
being, appropriated to the reproduction of wealth* 

The only consistent meaning which the political economist 
can attach to the accumulaium of wealth is its increase 
through the instrumentality of increased savings. Wealth 
will, consequently, accumulate in proportion to the rate at 
which, at any particular time, capital is accumulating. Here, 
in order to guard against misapprehension, I may remark 
that, in different countries, and at different periods in the same 
country f equal increments of wealth may not correspond with 
equal increments of capital ; for capital, like labour, is not 
always, and everywhere, in the same degree productive. 

From what precedes, the reader, I hope, will distinctly 
perceive that immaterial products, in the same manner pre- 
cisely as material products, can be saved and made to consti- 
tute a portion of capital ; and that they therefore admit of 
accumulation in the proper sense of this temu When I pay 
wages to any workman whom I employ, what I really pay 
him, that is his real wc^es, will be rightly estimated by the 
amount of the various necessaries and hixuries of life which 
I shall have enabled him to obtain. I might have made a 
very diflferent disposition of those necessaries and luxuries : 
and they may be truly said to have constituted a portion of 
my property or wealth. The circumstance that the specific 
commodities disposed of by me were never in my immediaie 
possession is of no moment in this respect It suffices* that 
they were under my control ; the evidence of which is to be 
found in the power I have exerted in causing their transfer- 
ence from one individual to another. Now the real wages of 
the labourer, as the term has just been explained, are in no 
case confined exclusively to material products. Even in the 
most degraded communities, there is scarcely any one of the 
labouring /HN)r, who does not consume occasionally what is 
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immateriaL Of this nature, obviously, is the protection which 
he receives fr(»n thQ government and laws under which he 
lives, and the advice given by a physician to his family in 
periods of sickness. Other illustrations, too, will readily occur 
to the reader. In so far as he pays for any such immaterial 
products with the money which I have given him, will they 
constitute a portion of his wages, that is a portion of my sav« 
ings or capital. And as capital, and therefore wealth, are 
always accumulated by means of augmented savings, it is 
manifest that immaterial are, equally with material products, 
the subjects of accumulation. 

But it may be said that the impossibility of immaterial pro- 
ducts bMig accumulated is the necessary consequence of their 
being consumed in the act of production ; because this circum- 
stance puts forever out of the question the existence of any 
excess of production over consumption. 

To this objection I reply, that the amount of the wealth 
vi^ch exists at any time unconsumed, — and this is unques- 
tionably the measure of the excess of previous production 
over consumption^->-has no fixed relation to the command 
-which the community possesses over the necessaries and lux- 
uries of life, or, in other words, to the only purpose to which 
the objectors themselves vrill admit the accumulation of wealth 
to be subservient This is manifest in respect to all such 
necessaries or luxuries as are of an immaterial nature. But 
the proposition can be shewn to be equally true when we 
confine our view to material wealth. Just in proportion as 
any object is more rapidly consumed, will it yield a greater 
gratification to its possessor in a given portion of time, — all 
other circumstances, of course, remaining the same. If we 
suppose the period of its consumption to be diminished one- 
half, the gratification derived firom it in a given time must, 
therefore, be doubled. The whole amount of gratification, 
that is of necessaries or luxuries enjoyed, will consequently 
continue unaltered. So likewise if the diminution of the 

5 
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period of consumption be in any other ratio. Any diminution 
of the kindt however, necessarily implies that the excess of 
jnrevious production over consumption has become less than 
it was before. Hence the existence of such excess, in any 
degree, has no essential connexion with human happiness, 
and ought not to constitute a criterion of the existence 
of wealth. Besides, whoever adopts this criterion cannot, in 
my opinion, without inconsistency avoid regarding the dura* 
bility of an object, irrespective of any other consideration, as 
a measure of the wealth which is embodied in it, or with 
which it is identical ; so that, for example, a certain quantity 
of hardware, instead of constituting only an equal portion 
of wealth with com of the same exchangeable value, ought 
to be estimated, merely because it is in its nature more dura- 
ble, as of greater amount than the latterr'-an estimate which 
few or none will hesitate to reject at once, as an absurdity. 

I have said that by the accumulation of wealth is meant its 
increase through the instrumentality of increased savings, or 
of an increase in the capital of the community. This account 
of the nature of accumulation implies, it may not be super* 
fluous to add here, although perhaps sufficiendy obvious 
from what has been above-mentioned, that, when wealth is 
accumulated, a greater amount of it is oansumedf as well as 
produced, in a given time ; for if such were not the case, 
there would be no augmentation whatever of the advantages 
derived from wealth ; and its augmented production would 
be a piece of pure folly. 

That the amount of accumulated wealth is not to be 
measured by the excess of previous production over consump- 
tion, but by the amount of wealth which is pvdwxd and 
cmimMd in a given (me,— *and that immaterial products are 
susceptible of accumulation in the very same manner aa 
material onesr-^re propositions which I have taken some 
pains to establish, and to impress upon Ihe reader's mind. 
And I have done so, both on account of their novelty, and of 
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importance, as I think, to a comprehennve and fully 
satisfactory view of the science of political economy. One 
or two writers may have had occasionally a glimpse of the 
latter ; yet none, so far as I know, even of those who have 
applied the term wealth to immaterial as well as to mate- 
rial products, have sufficiently realised the possibility of 
immaterial products being accumulated, to induce them to 
embrace these under the denomination of capital ; without 
doing which, the extension of the definition of toealth will be 
found to be merely a barren generality. The former of the 
two propositions I believe to be so entirely new, that it would 
be impracticable to point out a passage in the writings of any 
political economist, indicative of the remotest suspicion on his 
part of its truth. These propositions are intimately related to 
each other; since, as must be evident, if the excess of pre^ 
vious production over consumption is a correct measure of 
the wealth accumulated, to predicate accumulation in respect 
to that which is consumed in the very act of being produced, 
-—that is of immaterial products, — ^would be a direct contra- 
diction. In what degree, if in any, the possibility of such 
accumulation is important, the reader will be able to decide 
for bkoaeif in the aoqueL* 

♦Ths pmutSHty <f aeinniilatms faniwitfiffkl prodttcto, md of their coagtltnting 
m portion of apital, ■eem to mo to be poiiils of oo mocli importance to a compre- 
henive and adeqaate new of the adenoe of political eoonomjr, that I maj bo 
pemdlled in tiue iiole to rartate the aripameat of the text m a conoiae ftniL 

No ottMr teal of the InereBaa of* weaUi can poaaiblf eodot, whether it be mate. 
iialoriiuBeleriaI,tiiaii that* greater qaantitf of it it prodooed and oonsmned 
n asiTon tune than berore* Bot nnoe nothins more la intended hf the gggiiwm 
latfm of wealth than the increaae of it, itwiO mamftatlf be proper to ipealc of the 
ai66B8Nuati0D o» unmattimu oroclQetaB 

Again, wial ia aaved and appropriated aa coital ia not of neceautf conanmed 
•lower than anj other portion of wealth; it ia mereljr oonaimied by a difibient 
daaa of pdnaoM, We liaye here therefore no reaaen why capital ahoold not be 
eompoaed, Hke that portion of wealth which ia not capital, in part of the psoducta 
which are immaterial, aa meSl aa of thoae which are material. And aa, in almoat 
•tery inatanoe,the real wagM of the labourer,— which wagea, when advanced to 
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CHAPTER V. 

COHSTITUENT ELfiKSlfTS OF CAPITAL — ^PRODUCTIVE A9D UNPBO- 

DUCTIVE CONSUMPTION ^DISTINCTION OF CAPITAL INTO- FIXED 

AND CIRCULATING. 

Capital consists, firsts of the wages of labour.* Secondly ^ 
of those instruments and constnuAicns of all kinds which 
assist the labourer in the production of wealth. Thirdly^ of 
the materials, in different stages of preparation, on which his 
labour is exerted. Fourthly^ of that amount of the finished 
commodity which it may be thought expedient by the owner 
of capital, or capitalist, as he is called, to keep on hand 
before selling it And lastly^ of the money appropriated to 
the circulation of the various other constituent portions of 
capital. 

The wages of labour might seem, at first view, to comprise 
a part at least of the money mentioned under the last head, on 

him })j hit employer, an a portion of the lalier*i capital,— eonnst, in a certain 
degree, of immaterial prododa, it wiU Iblloir that immaterial prodoota may bo 
made to constitate a portion of capitaL 

Perhapi, too, the analogy which haa been pointed oat between material 
and immaterial prodocta will be more clearly apprehended by the reader, if he 
analyae the mode in which the fimner of theae adminiatara to the gratificatioii of 
oor deaiiea, and compare it with that in yrbkh. wa derive gratification ftom the 
latter. He will not be aorpriaed at the cloaeneaB of the analogy in qneation, 
when he peroeivea, aa he will not &il to peroeivB, that, in both caaea alike^ the 
uUimaU product ia aimply — agrteahU Btntatiens, The entire utility of the houae 
in which we dwell, ibr example, ariaea from ita adaptation to produce a aeriea of 
such aenaationa in our minda, juat aa the producta of the painter or the muai- 
dan are adapted to do. 

* If any portion of the labourer'a wagea be not advameed to him by hia 
employer, but be received by him only after the proceaa of prodnction ia cowipleted, 
he win then receive, beaidea hia wagea, profita upon them fbr the time their pay- 
ment has been postponed ; in other words, he may himself be regarded as acapital- 
iat, whose capital has been invested together with that of hia employer. 
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account of those wages being ordinarily paid in money. Tins 
is, however, not the case. We must be careful not to con- 
found the real wages of the labourer with his money wages. 
The latter, as has been before stated, are only instrumental 
in procuring the former. The labourer, who receives money 
for his services, exchanges it again for the necessaries and 
comforts of life, both of a material and immaterial nature, 
which he is enabled by means of it to obtain; and the money 
is only transitorily in his possession. 

With respect to the last of the subdivinons of capital which 
I have mentioned, it may very possibly be objected, that it is 
not of a sufficiently distinctive character ; because the very 
same money that is employed to circulate the constituent 
portions of capital is also the medium for exchanging every 
thing, elsa This is a circumstance, nevertheless, of no impor- 
tance ; for it is undeniable that a certain proportum of the 
exchanges made, and, of course, of the money employed in 
m^ing them, has a relation to capital ; and it is this propor- 
tion, or amount, of m<mey, which is meant to be classed 
under that denomination. It may also, perhaps, seem singular 
to some of my readers, that only a portion of the circulating 
medium should be s^led capitaL The singularity arises from 
the fBLCt that large sums of money are commonly so desig- 
nated, in consequence of this being the form in which the 
capitalist usually realms his property before he makes his 
invesimentSf and from the capacity, and consequent liability, 
of all money to be > employed with a view to reproduction. 
But in as much as the progress of an individual or nation in 
wealth is dependent, not on the amount of his property that 
is liable to be employed as capital, but on what is actually so 
employed, we want a term for the latter, and not for the 
former. Now capital is the term that has been selected for 
this purpose ; and there can be no reasonable objection to it, 
until a better shall be oflfered as a substitute. 

It might, possibly, be made a question whether <*that 
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amount of the finished conunodity Which it may be expedient 
for the capitalist to keep on hand before selling it" is with 
propriety styled capital That it is so styled in the actual 
business of life» must be notorious to every one. Such, for 
instance, is, to a very considerable extent, the capital of the 
merchant In every case, too, where we speak of the profits 
of capital, we mean, not only the profits on the wealth which 
is alone apparently employed in production, but likewise on 
all that portion of it which is thus kept on hand. And as both 
these portions do, in reality, always yield profits in proportion 
to the amount of each, may they not be said to be equally 
productive, and to be equally entitled to have the term capital 
applied to them T Farther light will, however, be shed upon 
this point, when I shall have treated of the determination of 
the prices of commodities by the cost of producing them. 

Whatever is consumed as capital is said to be productively 
conBumed; and what is otherwise consmned is said to be 
unproductively consumed. Thus the wages of the labourers 
whom I employ are a part of my productive consumption* 
On the other hand, my own food and clothing belong to my 
unproductive consufaiption. 

A labourer may dispose of his wages, just as bis eaqdoyev 
may do of his wealth, in two diflbrent ways. He may make 
an immediate appropriation of them for the supply of his 
wants, or he may save and employ them as cental : in other 
words, he may consume them either unprodaclively or pro* 
ductively. Hence it fdlows, that the same wealth which 
consjtitutes tiie productive consumption of the employer of 
labour, may constitute also the productive or unproductive 
consumption of the labourer. 

Capital is eUherfioced or circulating. Fixed and circulating 
are here relative terms $ by fixed capital being meant that 
capital which is less raj»dly, and by circulattog capital that 
which is more rapidly consumed. When we have reference 
to the capital employed in the same branch of industry, it is 
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cuBtomary to designate ihowe specific portions of it which are 
whMy consumed in the act of production as circulating, 
and those portions which only sufier wear and tear as fixed 
capitaL The fixed capital in one employment may, conse* 
qoently, be consumed more rapidly than the circulating is in 
another. 



CHAPTER VL 
Dismronoir bstwbbv thb lasour wmoH is paoDtJOTivB aitd 

THAT WmCH IS UirPRODUOTIVB — ^WHT IT MAT BB DISPBITSBD 
WITH. 

Thb writers on political economy who restrict wealth to 
matter are very naturally led to lay much stress on the dis- 
tiactiim of ioiour, aspTDductiveand unproductive. According 
to them* the labour applied to the production of material 
<XHnmodities is alone productive ; that which is applied to the 
production of immaterial commodities being regarded as 
UDproductive. All persons engaged hi agriculture^ manufac- 
tnresy x>r commerce, are therefore productive labourers ; and 
magistrates, lawyers, physicians, teachers, poets, philosophers, 
ckrgynmi^ — as also players, opera-dancers, jugglers, and 
mountebanks^ — are unproductive labourers. 

It is not domed that an unproductive may often have a far 
greater influence in advancing the wealth of a country than a 
productive labourer; that the labours of a Watt or a Fulton, 
for instance, were in this respect equivalent to those of many 
thousands who have owed to them the very existence of their 
several occupations. Notvrithstanding this, however, the 
consistency of the distinction in question is maintained on the 
ground of the one class of labourers being engaged in 
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directly producing wealth, while the other class are only 
indirectly instrumental in its production, — ^a ground which is, 
without doubt, perfectly tenable, if immaterial products be 
excluded from the definition of wealth. 

If now we suppose th^ relation of capital to wealth to be 
the same as that which I have stated in the preceding pages. 
It will be the productive labourers alone who are employed by 
capital; and, in order to determine whether any individual 
be a productive or unproductive labourer, we need only 
inquire whether he be, or be not, employed by capital 

But the political economists, on whose views I am now 
remarking, do not invariably regard as capital the wealth 
which is appropriated " to the purpose of again producing 
wealth." When, under any circumstances, the wealth pro- 
duced is altogether unproductively consumed, it is obvious 
that no permanent addition is made to the wealth of the com- 
munity. It follows that if we class the producers of the wealth 
thus consumed with the unproductive labourers, and therefore 
refuse to denominate the wealth by which they are employed 
capital, no errour will ensue in reference to the progress of 
national wealth ; and it is in reference to this progress alone, 
that the distinction under consideration will be asserted by 
any one to be of any the least consequence. Although menial 
servants are in many cases occupied in adding utility to 
matter, the writers of whom I am speaking style them unpro- 
ductive. No one who employs them does so with the object 
in view of becoming thereby richer : all that they produce is 
unproductively consumed ; and their wages constitute, on this 
account, no portion of their employer's capital* 

So long as wealth is restrictCMl in its signification to matter, 

* Tfatt nooBe who emplafn menial Mrvanta doM so witii theobjaot in Tiaw«f 
beooming tfaanby richer, ie a remark onlj generally true. A cook, forenmpV^ 
in a poblic hotels is directly engaged in adding to hie employer'a wealth. Accord- 
ing, therefiire, to thoae political eoonomifte who adopt the distinction now under 
flonsidetatioii, he most in this case be ranked with the prodootive laboiirsn. 
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the distkictioQ which has just been explained, between pro- 
ductive and unproductitre labour (to repeat what I have 
already said) will be found to be always perfectly consistent 
with itself; — the numerous instances of apparent inconsis* 
tenoy that have been charged upon it, by different writers, being 
all of them founded on a misapprehension of the meaning 
attached to it by those who have adopted it Its expediency 
is, however, a very different question. This depends entirely 
on the manner in which wealth and capital have been previously 
defined. If these terms have been applied exclusively to 
material objects, and if they have been so applied on account 
of the peculiar importance of such objects in their relation to 
the science of political economy, it will certainly become 
equally important to distinguish carefully between the producers 
of wealth, and all those who are engaged in producing what, 
however useful it may be, is not wealth. On the other hand, 
if wealth and capital are made to comprehend as well imma^ 
terial objects as material ones, every species of labour which 
is productive of utility, whether this utility be first, so to 
apeak, embodied in matter, or not, will be productive, and 
the distinction in question will be made to disappear altogether. 
There will, at least, be no unproductive labour excepting when 
more labour than ia necessary is employed to produce a par- 
ticular commodity, or when mote of it is produced than is 
required by the comparative wants of the community. I may 
remark that, when this is the case, while a certain portion of 
the labimr employed is unproductive, every labourer will, 
nevertheless, be productive in a certain degree ; for if he be in 
no d^ree jnroductive, he will scarcely have any claim to the 
designation of a labourer. 

Care must be had not to connect together too closely the 
distinctions of productive and unproductive labour, and of 
productive and unproductive eonsumptionf so as to suppose 
that the rejection of the former will necessarily lead to 
the rejeotioil also of the latter* This, on the contrary, 

6 
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being identical with the distinction between the wealth 
which IS appropriated as capital and the wealth which is not 
so appropriated, will have its importance in no wise dimin« 
ished. 

Now if labour of every kind is productive, the labour of 
menial servants is productive. They are therefore employed 
by capita] ; or, in other words, their wages constitute a 
* portion of their employer's capital But to express ourselves 
thus is, it may be said, to set at defiance the estabUshed usage 
of language. Not more so, however, than those writers do 
who distinguish labour into productive and unproductive. 
The mode in which they contrive to render their use of the 
word capital consistent with ordinary usage has been already 
stated; and, by refusing to make any distinction, in respect 
to productiveness, between the different kinds of labour, I am 
not at all hindered firom proceeding, if I so choose, in the same 
manner. On account of tH^e whole of what menial servants 
produce, whether it be material or immaterial, being con- 
sumed unproductively, their wages may be omitted from 
among the constituent portions of capital, without affecting in 
the least the correctness of our conclusions concerning the 
progress of the capitalist or nation in wealth, or even the 
phraseology in which those conclusions are expressed. The 
reader may therefore if he pleases, understand me, in what is 
to follow, as making this slight modification of my definiticm 
of capital 

It may here be mentioned that a practical and moral 
advantage cannot fail to result from getting rid of the distinc- 
tion between the productive and unproductive labourers* 
Mankind, instead of being separated into two classes having 
occupations essentially differing, and liable on this account to 
an interference with each other's interests, will come to be 
regarded as constituting one and the same great family. 
The political economist, by continually associating together 
in his investigations every species of manual or bodily labour 
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that of the most refined and exalted intellect^ cannot 
fafl to dignify the former in his estimation ; while he will, on 
the other hand, contribute most efiectually to remove from 
intellectual labour the gtigma which is ordinarily implied by 
designating it as unproductive. If he shaU succeed in banish- 
ing from the popular language such phrases as ** the productive 
classes^ and ^ the unproductive classes," he will have done 
more to prevent the " workmen" of a country from esteeming 
themselves to be the only utefid portion of society, than he 
could possibly do by reminding his readers, eveiy time he 
writes the word unproductive, that his object in applying it 
to any individual is not to pronounce him to be unproductive 
of utility, but of maierial objects having utility, — ^not to 
imnounce him to be a mere consumer of the products of the 
labour of others, but simply to be not employed by capital, 
although perhaps employed ifx continuaUy conferring the most 
extensive benefits on his fellow-men. The definitions of 
technical terms, which do not accord with their popular 
acceptation, are very apt to be forgotten even by those who 
have paid some attention to the science to which those terms 
relate; and hence it is no uncommon thing to see the popular 
acceptation usurp the place of the technical, even in profess- 
edly scientific treatises. 

Here I shall suspend, for the present, my remarks on 
capital and its relations, and shall likewise bring to a close 
the business of mere classification and definition. 
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CHAPTER VIL 
iirrLUEircE of supply aitd demavd iir DSTERiciiriiro the 

EXGHAITGEABLB VALUE OF A 00MM0DIT7. 

I HAVE already mentioned the fact of every apeoiea of 
wealth being the subject of frequent exchanges, and that the 
exchangeable value of a commodity might be regarded as a 
criterion of the existence of wealth. One of the topics, 
therefore, which naturally present themselves early for 
inquiry to the political economist is, — ^what the circumstances 
are that determined the degree of the exchangeable value of 
different commodities, or why the exchangeable value of 
any thing is just what it is, and no other. I proceed to the 
discussion of this topic. 

Of the three conditions on which the existence of exchange- 
able value was stated Xo depend, the capacity of being 
appropriated is of an absolute and invariable character, whilst 
the other two, viz. the possession of utility, and a limited 
supply, admit of coexisting in all possible degrees ; and the 
relation which these bear to each other, in reference to any 
two commodities, must conse<|uently determine the degree of 
their exchangeable values, when they are compared together. 
Now, other circumstances remaining the same, in proportion 
to the utility of any object will be the desire to obtain it, and 
more of other things will be offered in exchange for it 
Exchangeable value may, therefore, be regarded as determined, 
in every instance, by the relation which the typply of a com- 
modity has to the demand for it 

Before, however, attempting to trace the manner fn which 

this determination takes place, it is important to render the 

. ideas attached to the terms supply and demand as distinct as 

possible, and to clear them of such ambiguities as might lead 

to errour or obscurity in our reasonings. I shall likewise 
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premiae that» liiice commodities are for the most part 
exchaDged for money, the attention of the reader will be 
directed, in the first place, to the laws which regulate their 
prices : when it wiU be easy to infer those which apply to 
every case of exchaxigeable value. 

By the sqpply of a commodity is to be understood the 

<|uantity of it which comes into the possession of the sellers, 

and is otfoxed by them for sale, during a given portion of 

time; and we must carefully distinguish, in the case of 

fMOerial commodities, between the supply of a commodity as 

ibm defined, aod that amowt or Hock of it which the sellers 

may think it for their advantage to keep on hand, in order to 

attract purchasers to their respective stores or warehouses, — 

by ensuring to them the opportunity of at all times procuring, 

on application, whatever they may stand in need of, or by 

presenting for their seleotioa a larger assortment of goods. 

The stock on band among the sellers, and which they offer 

for sale, so far from having any direct proportion to the 

s«ipply» is generally less as the latter is augmented, and 

grealeor aa that is diminished ; for it is plain that every seller will 

be more di^)Ofed to keq> on hand a commodity, accordmg as 

be has a less expectation of being shortly supplied with it, and 

so vice versi ; and nothing is easier than for the sellers to 

augment or diminish the stock on hand, in the one case by 

the raising, and in the other by the lowering, of prices. 

By damanri is not meant to be implied simply the desire 
of possessing. To this scarcely any limits can be assigned* 
JBvery one acquainted with the use of a commodity has 
necessarily the desire to possess it But the desire to possess 
it, unless accompanied by an offer of money, or something 
else, in exchange for it, can obviously produce no effect 
whatever on its exchangeable value ; because such a desire 
can in no way influence the sellers to part with it more or 
leap readily. The demand with which we are concerned is 
to be estimaied by the number of ofiers to purchase made in a 
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given time, at any given rate : and where more offers are made 
to purchase a commodity at its existing price than before, the 
demand is said to have increased ; while the contrary will 
take place, when the number of simUar ofiers is diminished. 

Let us now examine in succession the different modes in 
which variations in the relation between the supply of, and the 
demand for, commodities can influence their prices. And let 
our examination, in the first instance, have reference to 
material commodities. 

1. The demand for a commodity remaining the same, let 
the supply become more abundant If then its price were not 
to rise, the stock on the hands of the sellers would accumulate, 
without producing any counterbalancing advantage. It 
would be so much dead and unprofitable capital To avoid 
such a state of things, and dispose of the additional supply, 
there is no other remedy for the sellers to have recourse to, 
but to lower the price of the commodity. Many of those 
persons who were purchasers before, will now purchase in 
larger quantity; and some, who were willing, rather than 
pay its former price, to dispense altogether with the article 
in question, will now beccxne purchasers. Its price will only 
cease to fall, when the quantity disposed of is just equal to the 

supply. 

2. If we now suppose the supply of a commodity to be 
diminished, while, as under the preceding supposition, the 
demand continues the same, it is clear that the interest ci the 
sellers will prompt them to raise its price, until, in conse- 
quence of the corresponding diminution of the amount of sales, 
the quantity disposed of will not exceed, but be just equal to 
the diminished supply. 

8. The supply remaining the same, let the demand be 
increased. Let the persons who before purchased a certain 
article now purchase a greater quantity of it; and let others 
who before did not purchase it at all now become purchasers. 
We can suppose such an increase of demand to arise, either 
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from a change in the fashion of the day, or from some new 
use to which the article in question is capable of being 
applied But whatever the occasion of it may be, the sellers 
will be induced to raise prices ; for by so doing, while they 
make greater profits, they can at the same time dispose of the 
whole supply. 

4. A diminution of demand will, it must be obvious, pro- 
duce effects directly opposite to those resulting from an 
increase of demand. The sellers will lower prices, until the 
purchases made shall be sufficient in amount to take off the 
supply. 

5. The prices of things are aflected, not only by actual 
variations in the rates of supply and demand, but likewise by 
every expectation of the occurrence of such variations at a 
future time. An expectation of an extraordinary future 
supply win operate to lower present prices in a two-fold 
manner ; by directly influencing the minds of the sellers, — 
and by its influence on the sellers, through its operation on the 
minds of the buyers. First, the sellers, aware that the 
expected increase of supply, when it shall have actually 
occurred, will have the effect of lowering prices, will be 
anxious to make a greater number of present sales, and to 
diminish the stock they have on hand ; for which reason they 
will at once sell cheaper. But, secondly, the buyers equally 
aware with the sellers of the expected increase of supply, 
will be induced to postpone their purchases to a certain 
extent In other words, they will make a less present 
demand. And in this way too, it will be apparent from what 
has been said afaready, the sellers vrill be led to reduce their 
prices. 

d. An expected diminution of supply must, of course, 
prodoce the opposite effect The sellers will be disposed to 
raise prices, that they may reserve a larger stock of goods ; 
and the buyers will make a greater present demand ; which* 
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again, vnU be an additional inducement to the sellers to sell 
dearer. 

7. An expected increase of demand will be a motive to the 
sellers at once to raise prices, thereby to retain a grclater 
stock of goods on hand; and it will have a tendency to 
multiply the present number of buyers, and, in this way like^ 
wise, to raise prices. 

. 8. An expected diminution of demand will have the 
contrary effect of lowering prices. The sellers will have a 
motive to diminish the stock they have at present on hand ; 
while, in expectation of a fall of prices, the buyers will be 
inclined to postpone their purchases, and wUl thus, by making a 
less present demand, offer an additional motive to the sellers 
to dispose of their commodities at a lowei" rate. 

It is scarcely necessary to remark that more than one of 
the causes which have been mentioned, of the variation of the 
prices of commodities^ may be operative at the same time i 
when, of course, the effect actually produced will be compli* 
cated of the effects which they are calculated to prodnce if 
they act separately; and it is obviously very possible, that 
the causes in operation to vary prices might so neutralise 
each other's action, as to retain tihosd prices at nearfy an 
uniform rate. 

Every expected future change in the rate of the supply or 
demand vnll have an influence on present prices, so much 
the less in proportion to the remoteness of the expGCtaiiM. 
The truth of this cannot but be apparent from what has been 
stated. 

The degree, too, of that influence will depend, in some 
measure, on the nature of the commodity ^ in relation to -which 
the increase or diminution of supply or demand is expected. 
For example, if an article be of a perishable nature, an ezj^i* 
ed future diminution of supply or increase of demand^ oanhot 
be as strong an inducement to the sellers to raise its prlcet 
and to keep a large quantity of it on hand, as if it were more 
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dorable. An expectation of a diminished supply of orangest 
three months hence, would produce little or no impression on 
their present prices : the fruiterers must, at all events, sell 
the whole of their stock within a time less than that specified, 
or consent to sufier a total loss by the perishing of the oranges. 
On the other hand, an expected diminution, at the end of the 
three months, in the supjdy of hardware or com, which can 
be stored in the mean while without loss, would have a 
marked effect on the price of the article. Again, the willing- 
ness, or powcTf of any individual to postpone his purchases, 
wiU depend on the degree in which he stands in need of what 
is proposed to be purchased. If it be to him a necessary of 
life, he must procure it immediately ; but if it be a mere 
luxury, he may contrive to do without it Now if there exist 
an expectation of an increased supply of, or a diminished 
demand for it at a future day, it has been shewn that its price 
will fall partly in consequence of the diminution of present 
demand ; which diminution, being itself the result of the dispo- 
sition of the buyers to postpone purchasing, it follows that, 
accor^ng as an article is less an object of necessity, and more 
an object of luxury, its price will be affected by the expectation 
of an extraordinary supply, or of a decrease of demand, at a 
future day. 
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wiO be augmented in the very same proportion, it follows that 
money will have its value in exchange determined precisely 
like that of every other commodity, viz. both by the relation 
existing between supply and demand in respect to itself, and 
in respect to the commodity for which it is exchanged. 

I have now, I hope, explained in an unexceptionable manner, 
and perhaps with more than sufficient fulness, the operation 
of the principles of supply and demand in determining the 
exchangeable values of material commodities. The questicm 
still remains, — on what principles are the exchangeable values 
of trnmn/moZ or tnteffecttfo/ products determined ? And also 
on y^bsX principles is that of labour, or are the wagee of 
labour determined T In reference to immaterial products, I 
may remark that there is no part of the foregoing reasoning 
which is not quite as applicable to them as to those that are 
material, excepting the circumstance of there being nothing 
in relation to the former analogous to the ^ stock on hand" 
among the sellers, of which mention has been made when 
treating of the exchangeable values of the latter. But my 
reasoning, it will be recollected, did not in any way assume 
that stock to be of a particular magnitude ; and the conclu- 
sions to which I was led must, therefore, be equally true, 
however smaU that stock may be supposed to be. And it 
would be quite logical to infer their truth even in the case of 
that stock, to use the language of mathematicians, being 
diminished indefinitely; which is the case with all immaterial 
commodities. They are consumed in the very act of being 
(MToduced, and cannot, it is manifest, remain even for an instant 
<« on hand.'' 

But since they are not embodied in any intervening object, 
they may, very clearly, be resolved into the compensation or 
wages of intellectual labour; and the investigation of the 
theory of exchangeable value may, independently of what has 
just been stated, be completed by pointing out the causes which 
regulate wages. These too, it can easily be shevm, are 
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detenninedy at any particular time, on the principles of supply 
and demand. 

For this purpose, let us suppose in the^rx^ place, while the 
demand for labour remains the same, the supply of it to 
increase. The same amount of what is appropriated by the 
capitalists for wages will now have to be divided among a 
greater number of persons. The wages of each must, there- 
fore, be diminished. Secondly, it is obvious that the contrary 
efiect wiU follow a diminution of the supply of labour. 
Thirdly f let the amount of labour applied continue the same, 
and the demand for labour increase. Such a demand neces- 
sarily implies that a greater amount of wages is distributed 
among the same number of persons : of course, the share or 
wages of each will be greater than before. And fourthly, the 
contrary effect to this will plainly be produced by a dimi- 
nished demand. This reasoning in regard to the exchange- 
able value, or wages, of labour, I need hardly say, is 
applicable to labour of every sort, bodily or mental, — however 
rude or refined. 

The prices, or exchangeable values, of all things, including 
labouf , are determined then, in every instance, by the relation 
subsisting between supply and demand. 
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CHAPTER IX. 

NATURAL AS DISTIirOUISBED FROM MABKET PRICES — ^NATURAL 

WAGES. 

Ir prices were ever fluctuating, without regard to any 
fixed law, no other account could be given of them than that 
they are determined by the relation subsisting between 
supply and demand ; and our analysis in respect to them 
would necessarily be here at an end. But wherever any 
constancy can be observed amidst the changes observed, 
there we may be assured that such a law exists, and is a 
legitimate subject for our investigation. Now any one who 
will carefully compare, for a sufficient length of time, the 
prices of a particular article, in any market, will find that, in 
a few cases only excepted, there is such a thing as a mean or 
average price, which may be regarded as invariable, while 
the actual or market prices seem, as it were, to oscillate 
about them, and to have a constant tendency to approach and 
to become equal to them. On what circumstances do these 
average prices depend t Or, which is the same thing, why is 
the price, at any period, of an article, what it is on the average, 
and neither more nor lesst The inquiry is one, not only 
more recondite than that in which we have been lately 
engaged concerning market prices, but also more intimately 
connected with the most important deductions of our science. 
I must, therefore, ask the particular attention of the reader, 
while I pursue it 

It naturally subdivides itself into two separate inquiries ; 
the one relating to the price or wages of labour; the othejr to 
the prices of the diflbrent constituent portions of wea&h. I 
might, indeed, say here of moterui/ wealth, because, as it will 



« 

wumcAL xconoKr* 51 



be recoUeoted I stated in the preceding chapter, the price or 
conqmaeation for inUlhcinal or imnuUerial products is 
resolvable inio the wages of labour. 

Let OS first enter upon the inquiry respecting wages. It is 
obTiooB that* if the circumstances under which the labour of 
man is exerted were in other respects the same, wages will 
be every where always in proportion to the quantity of 
labour ; in other words, the wages of labour will be the same 
in all employments. For if they werQ not so, labour would 
be transferred from those employments where lower wages 
were paid to others in which the remuneration of labour was 
h^^r ; and the rising generation, in seeking for themselves, 
or parents, in seeking for their children, the most advantageous 
employments, wiU prefer such as jdeld the highest wages* 
In Om manner, by diminishing in some employments, and 
increasing in others, the siqpply of labour, an equality of 
wages would be ultiikiately ^tablished ; though with more or 
less rapidity, according to the greater or less analogy exist- 
isig between the occupations from which and those to which the 
the transfer of labour is made, and the consequent facility or 
difficult of making such transfer. 

The wages of labour axe however, in reality, exceedingly 
unequal Compare, for example, the wages of a common 
day*]abourer vKth those of the professional man, or with those 
of the artist Hence we may infer that there 4are other 
circumstances, besides the quantity of labour apfriied, which 
have an influence on the amount of wages received in diftrent 
occupations^ These may be all classed under the two foUow- 
ingbead& 

1* The agreeaUeness^ or disagreeaUeness, of an occupation. 
This includes such considerations as the follovring: the 
hardness or easiness of theworiL tobedone; its being cleanly 
or fikhy; ita requiring a greater or less degree of exposure; 
lis being heakfay ot the reverse; its bdng more or less 
afeady; tte probability or improbability of auccess in it; 
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its capability of being exercised at home or not ; the degree 
of honour or disgrace attached to it. It will at once be 
perceived that considerations of this nature will combine 
with the amount of wages to be received, so to regulate the 
supply of labour in every occupation, as to establish an equality, 
not of wages, but of advantages and disadvantages gene-' 
rally f comprehending of course, under these terms, a higher 
or lower rate of wages, as an element, though one element 
only. 

2. When different employments exact from ' the labourer 
peculiar endowments, natural or acquired. We have a case 
of this kind where any employment requires especial trustwor- 
thiness. The supply of labourers will obviously be limited 
in such a manner, as to establish on that account a higher 
rate of wages. Of this nature, likewise, are those employments, 
in which a preparatory and expensive education or training 
is necessary; in which case, the supply of labour will be 
so regulated as to determine a rate of wages sufficient to 
compensate, in addition to the labour actually applied, the 
expense laid out in qualifying the labourer for his occupation. 
His wages must be high enough to replace, on the average^ 
the sum expended in his preparatory education, with the 
usual profits. So, at least, they would be, did not the hope of 
success in his profession or calling in life occasionally operate 
on the youthful mind vidth somewhat greater force than the 
apprehension of failure. 

The circumstances which have been enumerated, while they 
cause a very great diversity to subsist in the amount of wages 
received m different employments, will also cause wages in 
each of them to tend continually to a certain rate, which, 
when attained, offers no inducement for a transfer of labour to 
or from it These average wages, about which the market 
rates .of wages are ever oscillating within certain limits, may 
be designated as natural or necessary wages i natural, because 
the market rates of wages have a tendency to coincide with 
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tbem; and necessary, because they must be at least jo hightia 
order to ensure the continued production of any commodity, 
in the usual quantity. And when, so to speak, an equilibrium 
takes place with respect to wages, by the contemporaneous 
establishment of thdr natural rates in all the various employ, 
ments of industry, the rates of wages may be said to become 
equalised ; although the expression may not be such as is 
altogether desirable, and is accurate only in reference to all the 
circumstances of advantage or of disadvantage, accompanying 
the application of a given quantity of labour. 



CHAPTER X. 

THE SUBJECT OF ITATURAL WAGES COVTIITUED. 

Thisre might perhaps in some occupations seem, at first 
view, to be no uniform natural rate of wages, on account of 
the compensation which is paid to different individuals for 
their work or services, during equal portions of time, being 
occasionally different. This is owing to the capacity, or skill, 
of all persons not being the same. He who does twice or 
thrice as much work of the same sortf in the same time, dis- 
poses }fL reality of twice or thrice the quantity of labour ; the 
exchangeable value, or wages, of which will, therefore, be 
compensated in both cases alike. The wages of labour will 
be at a certain fixed rate in each occupation ; while the daily, 
weekly, or monthly wages of the labourer may admit of a 
certaiD degree of diversity. Where, however, the work done 
is not such as all persons engaged in the same general employ- 
ment are able to perform, the case will be similar to that 
already considered of different occupations, which require 

8 
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from the labourer different endowments, natural or acquired ; 
and the effects on wages must necessarily be the same« 

All that has hitherto been said on the preset branch of our 
subject has been founded on the suppositions, firsif that every 
individual, in seeking for employment, is actuated exclusively 
by interested motives* — and wecondlyf that full scope is given 
to the operation of the principles of supply and demand. Where 
either of these suppositions does not hold good, wages may be 
permanently above or below their natural rate. It may not be 
uninteresting to specify a case or two. One, and sometimes a 
very striking one, of the absence of interested motives in the 
regulation of wages, is presented by the christian missionary, 
who, not applying his ministrations where there is the most 
demand for them, using the word in its poUtico-economical 
acceptation, is often content with comparatively a slender 
portion of the comforts of life, or perhaps even exposes himself 
to peril and privation among remote and savage nations, for 
the sake of promoting the highest interests of his fellow-mmi. 
Those guilds or corporations of trades, statutes of apprentice- 
ship, and other regulations of the kind, the offspring of the 
dark and middle ages in Europe, whose effect is to limit the 
su|)ply of labourers, afford examples of cases in winch wages 
may be artificially maintained at a rate higher than their 
natural rate. The salaries of public officers, also, have some- 
times little or no immediate connexion with the principles of 
supply and demand. This arises firom the dispensers of offices 
undertaking, in most cases very properly, to judge *of the 
qualifications of applicants or candidates to fill them with 
advantage to the public, and of the amount of the salaries 
which it is fitting to pay. If an appointment to office involved 
simply a contract for the performance of certain duties, indi- 
viduals could often be found willing to perform them for a 
small pecuniary compensation, or even no compensation at 
alL Indeed, some of the most important might actually com- 
mand a considerable price in the market How -many per- 
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sons, and v«ry incompetent persons too, would be willing, (Tor 
instance, to bid yery liigh for the presidency of the United 
States, if, as happened to the throne of the Roman Empire, it 
were to be put up for sale at public auction I 

Again, all that precedes has a relation to occupations pur- 
sued in the same place or district But wages may, in different 
parts of a country, be at very diflferent rates in the very same 
occupations. Besides the expense, in a greater or less degree, 
c<»inected with every change of residence — an expense which 
the great majority of labourers may be very ill able to afford — 
man is, in general, on other accounts not readily to be moved 
fiK>m place to place. When he consents to the adoption of such 
a slep, he must likewise make up his mind to a rupture of the 
ties of kindred and of friendship, and to do violence to the thou- 
sand associations which bind the heart of every one to the place 
of his Urth, or the home of his youth, — ^to go, if bis destination 
be a remote one, to perhaps an uncongenial climate, and a 
diifereiit system of manners and customs. Similar observa- 
tions will apply to emigration from any country to a foreign 
one, and with still greater force ; for the emigrant will, for the 
moat part, have to encounter the inconvenience of a still greater 
diversity in the condition of society, together with those arising 
firom a difference of language, and will, at aU events, become 
subjected to another government, not always administered on 
better principles than his own ; with which it may even come 
occasionally into hostile collision. The considerations, some 
or all them, which have been mentioned, do, in fact, produce a 
permanent difierence in the rates of wages in different coun- 
tries, and in difierent parts of the same country, by preventing 
as rapid and as extensive a transfer of labour, from where 
wages are lower to where they are higher, as would other- 
wise take place. 

I shall conclude, for the present, my remarks on wages, by 
deriving from the doctrine of their equalisation in diflferent 
employments the practical consequence, that although, if every 
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individual were to be entirely indifferent in the choice of an 
occupation^ such equalisation could not take place, and wages 
would vary according to no fixed law, the question of the cl;ioice 
of a profession or trade is still one of less importance and diffi- 
culty, and ought to be one of less doubt and hesitation, than 
is very commonly supposed ; and a particular individual will 
incur but little hazard of committing any great mistake in his 
choice, if he follow the bent of his inclinations, and select that 
occupation for which he has, most probably, the greatest 
aptitude. Since aU occupations in the same region of country 
are, on the average, every circumstance considered, equally 
advantageous, he may rest assured that if, at a particular 
period, there should be in one place an over-supply of any 
species of labour, there will, it is extremely probable, be con- 
temporaneously an under-supply of the same species of labour 
in some other place, and that the over^supply in question can 
be only temporary. It is often very, remarkable, also, how 
rapidly an under-supply of labour sometimes ceases to exist, 
and is even converted into the contrary state of things, by an 
influx of labourers firom where the supply is more abundant^— 
each labourer being apt to forget tfiat every other may be 
operated on, to induce a change of his residence, in the same 
manner as himsel£ 
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CHAPTER XI. 

ITATURAL PRIGS8 — OKraRAL RATB OF PROFIT»-*TRAirSrSR OF 

CAPITAL. 

I rBOCBia> to the 8e<K>nd head of inquiry in respect to atier(]^e 
pric^ viz. the circumstances which determine the average 
prices of commodities other than labour. If we suppose capi- 
tal to be applied in^ery branch of industry under similar 
circumstances of advantage or of disadvantage, profits excepted, 
it wOl necessarily follow that these must also have a tendency 
every where to equality ; for if they were at any time unequal, 
the interests of the capitalists would obviously lead them to 
transfer their capitals from the less to the more profitable 
employments ; and this again, by diminishing the siqpply, and 
therefore ramng prices in the former, — and increasing it in 
the latter, and therefore lauoering prices, — ^would tend to the 
establishment of a general rate of profits. The market prices 
of commodities will, of course, continually fluctuate about 
those prices which determine that rate of profits, and will like- 
wise always have a tendency to an equality vkrith them. These 
average prices, as in the analogous case of wages, are denomi- 
nated natural or necessary prices ; natural, because market 
prices naturally tend to a coincidence with them ; and neces- 
sary, because prices at least as high are necessary to secure 
the continued production of a commodity in the usual quan- 
tity. The deviations of market from natural prices may be 
greater, and endure for a longer time, according to the diffi- 
culty of transferring capital from the employments yielding a 
fower to those which ykid a higher rate of profit 

The possilMUty has been taken for granted of transferring 
capital firom one employment to another. In this nothing was 
««amed beyond what everyone knows to be a fact As, 
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however, the mode in which such transfer is efl^ted is a 
matter of some importance in its bearing on many practical 
questions, it may be worth while to endeavour to give pre- 
cision to our ideas respecting it It must be manifest, in the 
first place, that capital may sometimes be very readily trans- 
ferred from one analogous employment to another. A steam 
engine, for example, employed in one manufacture, may, 
very possibly, be quite as well fitted for a difierent one. )n- 
de^, there is a certain portion pf capital ii^hich is ahnost 
equally suited for every employment : such, I mean, as the 
food and clothing of many classef of workmen, The«e, it it 
obvious, may be very nearly the same in very difl^at ocqupa^ 
tions, and admit, consequently, of a ready tranyfiw from pne to 
any other. Again, though diere are certain qiec^ portiooa 
of capital which are absolutely inkranrferMe firom the puis 
poses to which they are appropriated to certain others havuig 
Uttle or no analogy with them, as, for iiurtaxice, the ship from 
pommerce to agriculture, — yet capital, estimating its amount 
by its exchangeable value, may, even ia such oases, be said 
with propriety to be, to a certain eztmt, gratbudfy trandeiw 
able. How soT it may be asked. Does not this seem like a 
contradiction in terms 1 This is the explanation. The motive 
for dwring to transfer capital can hcra be no other than a 
difference in the rate of profita Now if a specific portion o£ 
any one^s capital be absolutely intransferable, that desiie» it is 
plain, can only be productive of its proper effect hy the tnuuh 
fer of the remaining portion of jt ; but this will not at onoe 
take place, and the portion of capital first meitfioiiad be 
abandoned, unless a greater mnoiuu; and not simply a higher 
rofe, of profits shall be reoeived than beferei The transfer 
in question will, therefore, be gradually eflbcted by omit* 
ting, where it can convemently he done, to repair the weas 
and tear of the old and intransfcnrable portions of capita^ and 
by not substituting new machinery or other instruments of 
production in their place, when those in uaa beoomie dilapidstdl 
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or unserviceable. By such a process alone, may the navigoHng 
capital of a nation, for example, be at all transferred from the 
ocean to the land. 

It is usual to speak of the fosses incurred by every transfer 
of capital from one employment to another. This is, 
however, an inaccuracy. The transfer is made, in order that 
the whole amount of profits received shall be augmented ; and, 
no matter hovr much capital may have been abandoned in the 
transfer of the remainder, this remainder, because a greater 
amount of profits is now received than before, will have a 
greater exchangeable value than the entire capital had ; and 
hence, so far from there having been ai^ real loss of capital, 
the portion of it abandoned vrill have been more than compen- 
sated. If, indeed, the capitalist had been induced to transfer 
his capital, because profits, in the former application of it, 
had fallen below the general rate, he would have incurred 
a loss before any transfer had taken place ; which, so far 
fiom giving oocanon to any additional loss, is had recourse 
to for thepurpose of preventing such a result 

Although the distinction between capital as more or less 
readily transferable is not identical, as must have been 
already perceived, with that of circulating and fixed capital, 
they will nevertheless be found, in the majori^ of instances, 
to approach very near to each other. Hence it is that, in 
reference generally to the transfer of capital, it is quite 
customary to speak of fixed cajHtal as being of course trans^- 
fened with difficulty; and the reverse with respect to 
circdating capital 

Perhaps it may be thought by some that, in order to 
demonstrate the law of the general equalisation of profits, it 
is unnecessary to establish the possibiUty, and still less so to 
exhibit the manner, of transferring capital fix>m one employ- 
ment to another; and that an equality of profits wodd 
ultimately, though in many cases slowly, be produced by the 
continual aj^lication of the accumulaUng capital to the most 
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profitable en)plo3rment8. But, not to mention that, in a* 
stationary or declining country, there is no such thing as an 
accumulation of its capital, speaking of this as a whole, an 
attentive consideration of the subject will enable my readers 
. to perceive that, if capital be in fact accumulating, or, which 
is the same thing, be increasing, it must do so in all or 
nearly all employments, and that an addition must, in conse- 
quence, be making simultaneously, as well to the compara- 
tively intransferable portions of the capital of a country, as 
to those that are transferable, — to fixed and eurculating 
capital alike. We may therefore conclude, that to invest any 
portion of the accumulating capital, so as to yield the great- 
est \ profits, implies in every case a transfer of capital, 
excepting only when the newly existing capital is already 
most profitably applied, — and implies too a transfer of 
fixed capital. The only exception to thiss and it is a very 
rare one indeed, being when the less profitable employments 
might happen to have circulating capital alone applied to 
them. 

Before proceeding farther, it may be proper to mention 
that, in my reasoning on the subject of naturaJ prices, I have 
taken for granted the possibility of producing every commodity 
in a greater or less quantity, at pleasure. Now this is not 
dways true. There are a few things which, firom their very 
nature, do not admit of reproduction at will ; and of whose 
exchangeable value no other account can be rendered than 
that it is determined on the principles of supply and demand. 
They have a market price, but no natural price. " Some 
rare statues and pictures, scarce books and coins, wines of a 
peculiar quality which can be made only fix>m grapes grown 
on a particular soil, and of which there is a very limited 
quantity, are all of this description.'* 



^ 
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CHAPTER XII. 

SUBJECT OF VATURAL PRICES COVTIlf UED— ^HB ORDINARY RATES 
OF PROFITS — ^DBTERMIVATIOir OF THE PRICES OF OOMMOOITIfiS 
BT THE COST OF PRODUCIVO THEM. 

Iir establishing the existence of a general rate of profits, and 
the existence likewise of certain natural or necessary prices, 
which, when paid for any commodity, will yield the capitalist 
that rate of profits, and to which market prices have a 
constant tendency to conform, it will be recollected that a 
perfect similarity was assumed as regards every circumstance 
of advantage or disadvantage in the application of capital to 
different employments, excepting only the rate of profits to be 
received. Now if those circumstances be supposed to vary in 
different employments, as they in reality do to a certain extent, 
though in general to an extent that is inconsiderable when 
compared to the variations in the similar circumstances 
which have an influence on the rate of wages, it is evident 
that they will so modify the distribution of capital, as to reduce 
die rate of profits in each employment so much below the 
general or average rate, as may counterbalance the posses- 
ion by the capitalist of any peculiar advantages in other 
respects, — and to raise it on the contrary supposition. 
Advantages of the kind adverted to were conferred on 
agricultural capital in the different countries of Europe by the 
feudal system, which associated, not only nobility, but also 
peculiar privileges and power, with the possession of large 
landed estates. And even in our own country, where the 
spirit of civil and religious liberty has, from its first settlement 
by Europeans to the present time, watchfully guarded against 
the introduction of institutions partaking in any degree of 
feudality, the right of Suffrage has been in certain cases 

9 
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confined by the constitutions of some of the states to freehold- 
ers; thus granting a peculiar, though perhaps a compara- 
tively slight, advantage to the owner of real property. 
Independently, however, of any peculiarity in the organisation 
of government, or the institutions of society, the possession 
of real property,— of houses and land, — ^in consequence of their 
visible and pehnanent character operating on the minds of 
men, makes a stronger impression of riches than an equal 
amount of personal property would do. Their owner gains 
more of that consideration and infiuencjB in society which is 
every where, in a greater or less degree, acquired by the 
possessors of great wealth, and will, consequently, be 
induced to content himself with a diminished rate of profits. 

The inequality existing, at the same period of time, in the 
profits of capital among different nations, having a constant 
and extensive intercourse with each other, is to be accounted 
for on the same principles. If an inhabitant of any one 
country could, by transferring his capital to another, augment 
his profits,^ — and the remark is equally applicable, only in a 
less degree, to the transfer of capital from one province to 
another of the same country, — ^he might, nevertheless, be 
disinclined U> take such a step, through an unwillingness to 
be separated from his property, and to entrust it to foreign 
management and foreign legislation; and the difficulties in 
the way of his emigrating with his property, — difficulties 
which have been already stated,— are far from being at all 
times easily overcome. 

But although, in consequence of the different circumstances 
of advantage or disadvantage in which capital is applied, 
profits will not tend to an absolute equality in all employments, 
even in the same district of country, it is plain that they will 
have a tendency to be at such a rate in each, as will offer no 
motive for transferring capital from one employment to 
another ; and that rate will, of course, be the ordinary rate 
of profits. When, too, the ordinary rates subsist at the same 
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tiifie in all employments, profits, as in the analogous case 
concerning wages, may be said to be equcdiaed. With 
respect to natural prices, they will have the same relation to 
the various ordinary rates, that they were shewn to have to 
the genera/ rate, of profits ; and their relation to the market 
prices of commodities will also be the same as before. 

I may here derive a like practical lesson concerning the 
channel into which capital can, at a given time and place, be 
most profitably directed, as I did in reference to the choice of 
an occupation, when I treated of the equalisation of wages. 
There is room, no doubt, for the exercise of that sagacity 
which is the characteristic of the expert man of business, in 
the disposition to be made of capital ; but it is still true that, 
let an individual dispose of his capital in any employment as 
he will, he cannot expect to make eventually more than the 
ordinary profits. Those investments of capital, indeed, which 
seem often to promise most are very apt to be less profitable 
than others. Just as, when any market is supposed to be 
understocked with labour, there labourers will congregate 
firom other quarters, and will, in consequence, bring about 
frequently a contrary state of things ; so, with the exception of 
a few who may succeed in getting the start of all others, the 
capitalists, who embark in speculations on account of an 
impression generally diffused of their being more than ordina- 
rily profitable, are precisely those who are most likely to be 
losers instead of gainers. Every one acts very much as if 
others had not the same motives with himself to do as he is 
doing. And so much capital comes to be invested as to glut 
the market with its products, and to cause prices to fall, and 
sometimes to fall ruinously low to the producers. Instances of 
the kind can scarcely fail to occur upon the unexpected open- 
ing of ports of commerce ; and also on the granting by 
governments of peculiar encouragement or privileges to any 
one branch of industry over others. 

It may now be mentioned that, where the price of any thing 
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is just sufficient, besides rq^lacing the capital consumed in its 
production^ to yield the ordinary profits to the capitalist^ it is 
said to repay the cost of producing it Hence natural prices 
are determined by the cost of production. And since market 
prices are ever fluctuating within certain limits about natural 
prices, and tend continually to an equality with them, the cost 
of production may be correctly said to regulate prices univer- 
sally t market as well as natural 



CHAPTER XUL 

fiFFBOTS OF MOirOFOLISS OH FRlCfiS* 

Ths two important laws which have been deduced, of the 
equalisation of profits in the different branches of industry, and 
of the determination of the prices of commodities by the cost 
of i»:oducing them, do not apply to the case of a monapoh/* 

Let us suppose the exclusive privilege of producing a parti« 
cular article to be bestowed on an individual, or a number of 
individuals associated together and acting in concert In the 
first instance, let it likewise be supposed that the capital at 
their disposal is not sufficiently large to enable them to supply 
the market with the commodi^ which they produce, in suffi^^ 
cient abundance to cause it to be sold as low as its natural 
price. The consequence is manifest^ that they will receive 
more than the ordinary profits. 

The supposition is, however, hardly admissible that tb^ will 
not in all cases, while they make more than the ordinaiy 
profits, have it in their power to borrow, or otherwise to pro* 
cure, an additional capital, if they should deem it expedient to 
do so. Let us then assume, in the next place* that the monopo* 
lists find no limit to their power of juroducing, in a deficiency 
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of capitaL The exertion of this power will be now limited 
only by the interest of the producers. They will understock 
the market ; because, by so doing, they will receive more than 
the ordinary profits ; while, at the same time, these profits 
will be yielded to them by the capital which they may invest 
in any of the unmanopoKscd branches of industry. 

If, in this state of things, capital be transferred from the 
monopoly to other employments, two eflfects of an opposite 
description must result : the profits of the portion transferred 
will be diminished; , and tho^se of the remainder will be aug- 
mented. The former will yield only the ordinary profits ; and 
the profits of the latter will be augmented in consequence of the 
rise of prices resulting firom the diminution in the supply of the 
noonopoliaed commodity. These two efiects cannot be always 
equal to, and neutralise, each other ; for, if so, when the 
whole monopoly capital is transferred, its profits ought not to 
be less than before. But it is evident that they will then be 
lessened, because they will be just equal to the ordinary 
profits. 

Nor can any one of the two effects produced be, in this 
manner, uniformly greater than the other, so that profits shall 
be amdnndUy lessened ; because, if this were the case, when 
capital is transferred in the contrary cfirection, fi-om other 
employments to that which iis monopolised, the excess of the 
actual above the ordinary profits ought, on the other hand, to 
become continually greater and greater* But this alsp does 
not, and cannot, correspond with the fact As soon as the 
transfor is sufficient to cause the market price of the monopo* 
lised coinmodity to faQ so low as its natural price, the whole 
capital of the monopolists will yieU profits no higher than at 
the ordinary rate; and a further transfer will diminish still 
more the amount of profits received. 

We are, hence, entitled to conclude that there is a certain 
aoMNmt of capital which can be most advantageoudy, on the 
whola» invested in the production of any monopolised commo* 



66 TOB PBINCIPLS8 OF 

dity, — an amount less than what would naturaDy be invested 
in its production, if all persons were at liberty to engage in it, 
— ^yielding more than the ordinary rate of profits, and main- 
taining prices at a higher level than they would naturaUy 
be at 

The height to which it is for the advantage of the monopo- 
lists to raise * prices and profits, by diminishing the supply, 
varies with the nature of the commodity they produce. It 
needs no formal proof to be convinced that they will be dis- 
posed to raise them higher, according as this commodity 
approaches more nearly to the character of a necessary of 
life. What, however, is not so obvious, although experience 
makes it equally certain, is that the profits of capital, very 
frequently, even where luxuries are the objects of production, 
increase in a much greater ratio than the supply is diminished. 
This is strikingly exemplified by the following instance, out of 
many that might be adduced from the history of monqx>ly. 
The Dutch East India Company, when, through a miscalcu* 
lation of the demands of the market, they had imported into 
Holland too large a quantity of spiceSf found it for their inter- 
est to consign a certain portion to the flames, rather than otbr 
the whole for sale ; the value received for the remainder more 
then compensating the company for what was burned. 

If, instead of the exclusive privilege of producing a com- 
modity being granted to any individual, or company of 
individuals, they have the exclusive power to produce it in a 
particular manner ^ this manner being the most advantageous 
or economical one, either in consequence of the possession by 
them of some secret in the arts, or of their having a paient 
right to the sole use of new and improved methods of produc- 
tion, or otherwise, the efiects in regard to prices and profits 
will clearly be the same as in the case of their possessing an 
entire monopoly, — ^with this exception, the reason of which 
is obvious, that they could not raise prices, and of course 
their profits, at least for any length of timey higher than to 



pounoAX. acoHOMT. 67 

the rate which would enable other capitalists to make the 
ordinary profits in the accustomed modes of producing. 

It may be proper to mention here, as partaking in a degree 
of the nature of a monopoly, the advantage which those 
parties have in any market who fint engage in an employ- 
ment There are always extraordinary expenses at the 
outset in every new undertaking; while some time must 
necessarily elapse before the customers of the producers 
already established can be induced to deal with the competi- ' 
tors of the latter on equally favourable terms. The existing 
producers may, moreover, often exclude any apprehended 
competition by temporarily lowering their prices, and indem-* 
nifying themselves for the temporary loss by raising prices 
when competition has ceased to be threatened. Such a course 
can, however, be practised with effect only in markets which 
are very limited in their nature, and more especially in respect 
to commodities which, in other and neighbouring markets, 
may] be sold at a lower price, without offering a motive 
sufficient for their being mpcrted^ on account of the expense 
of transportation* 

A large capitalist has similar advantages too over smaller 
capitalists, in addition to the greater economy with which his 
capital^ is susceptible in many cases of being managed. He 
can i^ifrd to receive a diminished rate of profits for a time, 
fi>r the sake of excluding competition. 
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CHAPTER XIV. 



or RBNT. 



Mavt branches of industry do not yield the same rate of 
profits to all the different portions of capital invested in them. 
This is always the case when the ntuoHons ada))ted to the 
investment of capital are not all equally favourable to pn^* 
duction. A very striking instance o^ the kind is furnished bf 
agriculture, both on account of the very great diversity in the 
quality of the land, and the very different degrees of facility 
with which its produce can be conveyed to market And a 
similar remark, differing only in the extent of its application, 
may be made in reference to the mines, to the fisheries, to 
such manufactures as are produced in circumstances more 
or less favourable, as, for example, such as are produced 
through the instrumentality of water power, and even in refer- 
ence to trade, for, in every town or village, there are certain 
situations which are regarded^ and in reality are, the best stands 
for business, — ^where the largest profits are made. In all such 
cases, it is the capital last appKed which yields a rate of 
profits in correspondence, or equilibrium, with the ordi- 
nary rate of profits in other employments genei^Ily r since 
if it yielded less, it would, of course, have been other- 
wise invested, and if it yielded more, a greater amount of 
capital would have been invested together with it in the same 
branch of production, so as, by augmenting the supply of the 
commodity produced, to make this supply more abundant, 
prices consequently lower, and thus to cause profits to fall to 
the ordinary rate. 

The last applied portion of capital may, in general, be 
supposed to be applied under the most unfavourable circum^ 
stances. Take, for instance, the case of the land. As society 
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advances, additional capital will be applied, both to the land 
already cultivatedt and for the purpose of taking new land 
into cultivation. When it is applied to the former, every one 
at all acquainted with the nature of the soil will at once 
acknowledge the impossilrility of the produce increasing 
proportionally : the aj^lication of a double capital will not be 
followed by a double cropb On the other hand, when new 
land is taken into cultivation, the returns to the capital 
applied to it cannot be as large as those to the cs{)ital befcve 
applied to older land, or the new would before have had the 
preference. This was before passed by, either because it 
was of inferior fertility, or less favourably situated with 
respect to a maiket .A siaular mode of reasoning, too, will 
apply, with a very slight modification, not in any degree 
affecting its force, to all the other instances enumerated, of 
employments yidding unequal profits to the difierent portions 
of capital applied to them. 

An exception of which the proposition admits^— -that the 
last applied capital is, at the same time, that which is applied 
imder the most disadvantageous circumstances^— is where 
midakeg in judgment occbr on the part of individuals when 
investing their capitaL Another is when the $kuaticni9 
or $ile$ where capital was before applied have, since such 
application^ deteriorated, and where, on account of the 
difficulty of transferring the ca{Htal already applied, this 
continues for a time invested as heretofore thoogh with 
profits below the ordinary rate. With these exceptions, and 
they are exceptions of comparatively little practical conse- 
quence, always implied, we may consider the proposition to be 
established. 

Now the natural price of any commodity has been shewn 
to be that price which, after replacing the capital consumed 
in producing it, will jrield to the capitalists the ordinary 
profits. It follows, therefore, from what has been stated that 
the coMt €f productiont which determines the price of a 
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commodity, is the cost of producing it with the capital last 
appliedi or with the capital applied under the most disadvan- 
tageous circumstances in which the commodity in question is 
actually produced. 

Political economists have found it expedient to separate 
from the profits received in any emplojnnent that portion by 
which they may exceed in amount those yielded to the 
capital invested most disadvantageously in the same employ- 
ment, and have designated such excess by the name of rent 
AH land, consequently, yields rent, excepting the land just 
taking into cultivation ; and so too does every portion of^capital 
which is applied to the land before cultivated, with the 
exception only of what is the last applied. And having 
separated from profits every thing beyond the ordinary rate, 
under the denomination of rent, we are again entitled to say, 
that the ordinary rate of pr<^ts is yielded by every portion of 
capital, — ^the case of a monopoly only excepted ; — and that 
profits are^ therefore, eqaalised throughout all the various 
branches of industry. 

Inasmuch, also, as the prices of commodities are det^- 
mined by the cost of producing them by means of that portion 
of capital which yields simply the ordinary profits, without 
enabling the capitalist to pay any rent, it is a necessary 
consequence, that the amount of rent paid by other capiialists 
has no concern in ihe determination of prices: and I may 
remark that this is a point of great importance to be remem- 
bered. 
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CHAPTER XV. 

THE SUBJECT OF RBKT OOlTTIirUSD — DISTUBUTIOK OF THE WEALTH 
FROnUCED, AMOirO THE DIFFEREITT CLASSES OF LANDLORDS, 
CAPITALISTS, AND LABOURERS. 

The receivers of rent are usually classed together by poli- 
tical economists, under the denomination of landlords. It is, 
in fact, the proprietor of the land in cultivation (and an antil- 
ogous remark may be made in every case of the payment ot 
rent) who will receive the rent paid, after deducting from the 
net produce of the land the ordinary profits of the capital 
invested on it ' This is obvious if he be likewise the owner of 
the capital so invested. And if he farm out his land to another, 
the latter will pay for his lease the ordinary profits of the cap- 
ital invested on the land by the former, together with the rent. 

If more than this were paid, the farmer would not have a 
sufficient motive for taking the lease ; for he will not receive, 
in addition to the wages of his labour, the ordinary profits of 
the capital he may himself employ. The farmer will not pay 
less than the amount stated, because he would then make more 
than the ordinary profits ; and others would, of course, be 
found willing to make a higher ofifer for the lease to the land- 
lord. So that, at all events, the landlord, or proprietor of the 
land, receives the rent : and it is worthy of notice that he does 
so, not as a compensation for any expenditure incurred by 
him upon the land in bringing it into cultivation, or subse- 
quently improving it, — on all these he receives prcfiUt — ^but as 
a compensation for the use of the natural powers of the soil 

Rent, as it is commonly understood, is not to be confounded 
with the acceptation of this term in political economy. When 
one person pays to another a certain sum, say 500 dollars per 
annum, for the lease of a farm, this sum is usually called ita 
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rent ; whereas, according to the definition which I have given 
of the term rent, it is very possible that only a small part of 
the sum just mentioned is entitled to be so denominated ; and 
the remainder may, therefore, constitute the profits of the 
capital invested on the land. 

It may be difficult, and firequently e ven impossible, to distin- 
guish accurately in a particular case between what is rent and 
what is profits. But the difficulty is not greater than is often 
that of distinguishing between profits and wages. Some 
tradesmen, apothecaries for example, are supposed by most 
persons to make more than the ordinary profits ; when, in 
reality, the greater part of what is so styled is, proi>erly 
speaking, the wages of the labour employed- Such occa- 
sional practical difficulties or inconveniences, in the appli- 
cation of the distinctions in question, will not be found to 
detract from their utility, or from the soundness of the con* 
elusions to which we shall be led. 

Here it will not be uninteresting, or unimportant, to nota 
the manner in which the products of labour are distributed 
among the three different classes, of landlords or proprietorsy 
—capitalists, — and labourers. Since it may be assumed that 
there is nothing produced without the use or aid of wme capital^ 
or advances made by the capitalists to the labourers in their 
employ, it is manifest that the whole produce of labour oomeSt 
in the first place, into the hands of the ci^talists. They thea 
distribute to the landlords their share of it, and also pay to 
the labourers, not any share of it to which the latter are enti- 
tled, but their wages, or compensation in advance for their 
labour, which is to be applied anew in the business df pro* 
duction. 

Each of these classes may of course, on receiving their 
portion of the wealth produced, exchange it for money, or for 
any other commodities which they prefer to have in their 
possession; and the possession of any qpecific portion of what 
is produced, or the right of possessing it, may tiius be trans- 
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ferred firom individual to individual many times before it i« 
actually coniomedy-HUid consumed either productively! or 
onproductively. * 

I may remark too that, notwithstanding political economists 
npeA of the separaU classes of landlords, capitalistSi and 
labourers» the same person may unite in himself the characters 
of landlord^ of capitalist, and of labourer, or of any two of 
them. This, however, no more invalidates the propriety of 
such a classification than that a physician, happening occa- 
sionally to be versed in theological learning, should render it 
inexpedient to draw any line of distinction between theology 
and medical science. 

Instances are continually presented of capitalists who labour 
themselves in superintending the application of their capital 
to production. The farmer, vrho is the owner of the land 
which he cidtivates, is manifestly at <Hioe both landlord and 
capitalist And this, it is equally manifest, will not prevent 
him firom being at the same time engaged in laboiaringf if he 
so choose. 

The land which pays rent will have a greater exchangeable 
value than the capital which has been invested upon it 
Suppose this capital to amount to 910,000; and let the 
rate of profits be 10 per cent Now if we assume the rent 
of the land to be $200, it will follow that the farmer who 
leases it will have to pay to the landlord $1200 per 
annum^ — ^without taking into consideration what he would 
have to pay, in order to replace the wear and tear of the 
oajdtal invested. The value of the land will therefore amount 
to a ca|»tal jdelding f 1200 profit, that is, on the sup- 
positions which have been made, to a capital of 12,000 
dollars. 

But if we regard the capital invested in the land, viz. 
910,000, as the product of labour, in accordance with 
Uiat definition of wealth which makes it to consist in ** the 
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products of labour," would it be equally proper, it may 
here be asked, to regard as such the remaining 92000? 
Or ought not this portion of wealth to be viewed rather as 
having been produced independently of any direct applica- 
tion of labour, and in consequence merely of the existence of a 
right of property in land 7 If so, we shall have presented to us 
such an extensive exception to the proposition that wealth 
consists of the products of labour, as to preclude us from 
identifying it at any time with those products. To the 
question just put, I answer, however, in the negative. A 
moment's reflection wiQ enable the reader to perceive 
that rent differs in no respect in its relation to labour from 
any other portion of the wealth produced, excepting that it 
has been produced under comparatively more advantageous 
circumstances, — circumstances, neverdieless, precisely the 
same in kind with those in which what remains to the 
farmer, after paying his rent, is produced. No one wiB deny 
this remainder to be the product of labour : and, therefore, no 
one can consistently deny rent to be likewise the product of 
labour. 



CHAPTER XVI. 

THB DIFraRBlTT XODBB IIT WmCB THS COST OF PBODUCTIOIT, AHD 
THSRSFORB PRICfiS, MAT BX MADB TO VART. 

To return, for a short time, to the subject of prices. They 
have been shewn, it will be recoQected, to depend, in the case 
of every commodity, on the cost of producing it, by means cf 
that portion qf capital which pays no rent. And it will also 
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be reooUected that, when the price at which any commodity 
is sold is just such as to replace the capital consumed in pro- 
ducing it, and to yield to the capitalist the ordinary profits, 
it is said to repay the cost of production. It is interesting to 
trace the difierent modes in which this cost, and consequently, 
the price of the commodity as dependent upon it (I speak of 
course of natural i»ice) can be made to vary. I shall state 
the variations in question, with their causes, in reference to 
a consequent /off of prices ; and the causes which are calcu- 
lated to produce a change of an opposite description, will 
afterwards be manifest to every one. 

But before I do this, I shall remark that where a number of 
causes either act together, or are capable of doing so, the 
only mode in which a satisfactoxy theory can be deduced, is 
to trace the consequences resulting from the action of each 
cause separately, abstracting from all consideration whatever 
of the others ; and when that action is understood, we shall 
likewise know what the efiects actually to be produced will 
be, when two or more of them act together. It may not be 
wholly unnecessary, too, to caution the reader, not merely in 
reference to what is immediately to follow, but likewise 
throughout the present treatise, lest he should too hastily 
generalise the inferences drawn when the operation of a 
single cause alone has been considered, and apply them 
inadvertently under every diversity of circumstances. 

The cost of production may be separated into the two 
following elements; the capital consumed in producing a 
commodity, and the ordinary profits on the whde of the cap- 
ital employed. Hence prices will fall, either when the capital 
consumed, or when the amount of profits received, is dimin- 



Let us, hov?ever, analjrse somewhat more in detail the 
circumstances which lead to a fall of prices. They Will fall, 
fintf when, every thing else remaining unchanged, the amount 
of capital employed is less than it was before. When this 
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takes place, it k plain that prices nnist fall, as well because 
of the diminished amount of capital consumed, as on account 
of the profits of the capitalist being necessarily reduced 
exactly in proportion to the diminution of the capital ^m* 
ployed. 

Secondly^ the same effect will be the consequence of a sub- 
stitution ot fixed for circulating capital The latter was 
defined to be composed of every specific portion of capital 
which was wholly consumed in the act or process of pro- 
duction, — and the former to consist of those specific portions 
of capital which are only subjected, during the production of 
a commodity, to wear and tear. The substitution of fixed for 
circulatmg capital, therefore, necessarily imi^Ues a diminished 
consumption of capital, and a consequent fall of prices. To 
put this in the most striking point of view, let us compare the 
two extreme cases of a commodity produced altogether by 
means of circulating capital, and of another produced by 
capital abfohudy fixed. And for the sake of greats precision, 
let us estimate the capital employed at a particular value, say 
910,000, with the rate of profits at 10 per cent In the firrt 
mentioned case, what is produced will be sold for 911,000; 
and in the last mentioned, for only 91000 ; these being the 
sums which will, in the two cases respectively, i«pay the 
cost of production. The price of it will also obviously range 
from 91000 to 91 1»000, according to the greater or less degree 
of the fixedness of the capital, by the aid of which it is 
produced. 

Thirdly f the time may be diminished during which a gma 
amount of capital is employed in production. When this 
occurs prices will fall, in consequence of the diminution of 
the profits required to be paid. 

Fourthly^ prices will fall firom any previous reduc^on of 
wages ; for since wages constitute a portion <^ capital^ sueh 
reduction will be tantamount to the requiring of the employ* 
ment, in the production of any particular article, of less 
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capital than before ; — and the proportion of circulating to fixed 
capital will likewise have become less. 

And lasdffy if we suppose the rate of profits' to be dimin- 
ishedy the amount of profits to be received in any case will 
also be diminished ; and, for this reason, agreeably to what 
has been stated, prices must be lowered. 

More than one of the causes which are thus capable of 
efiecting a fall of price may act at the same time, or may 
coioperate with some of the opposite causes, the tendency of 
which is to raise prices, — ^with this exception, that, so long 
as all other circumstances remain the same, (including of 
course among these circumstances, the productiveness of 
labour,) a general fall of wages is inconsistent with a contem- 
porary general fall of profits ; nor is it then possible for wages 
and profits to rise together. On the contrary, as wages fall 
{)rofits must necessarily rise, and vice versa. 

This will be apparent if we look, for a moment, at a parti- 
cular case or twa. Let the capital of an individual be assumed 
to consist of $5000 in the form of wages, and of $5000 of a 
difierent description, — profits being 10 per cent. The whole 
profits received will, therefore, amount to $1000. Now let 
wages fall 5 per cent The consequence vnll be, that, to 
employ the same labour as before, and to produce the very 
same commodities, a capital of only $9750 will be required, 
only $4760 having to be paid for wages, instead of $5000. 
There is also $250 less of capital consumed to be replaced ; 
and this amount of what is produced wSi hence be added to 
the clear profits, and will raise them from $1000 to $1250 ; 
'so that what is taken from wages is necessarily transferred to 
profits. — Again, let wages amount to $4000, and every other 
species of capital employed to $0000. When wages fall 5 
per cent, the requisite capital to be employed will be dimin- 
ished, as in the previous case, on account of the diminution of 
the whole amount of wages to be paid. That capital will 
now be only $9,800, instead of $10,000 ; and profits wiU 
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amount to •1200, instead of tlOOO. In comparing together 
the two cases we have been considering, the augmentation of 
profits resulting from the same proportional fall of wages will 
appear to be not only unequal, it being in the one $250, and 
in the other t^OOy.but such as to render the raU of profit 
difierent, in reference to the amount of capital employed : 
f 1250 profit on 99750 is obvioiidy at a higher rate than 
•1200 on 90800. And, speaking generally, the new rate of 
profits will be lower according as less labour is put in motion 
by a given capital But such a state of things cannot con- 
tinue : a transfer of capital from the less to the more profitable 
employments will take place, until the rate of profits in all 
shall be equalised. But the ordinary profits in all must then, 
it is clear, be greater than they were before the supposed M 
of wages. 

So much in respect to the effects of a faU of wages on 
profits. And it may be shewn, in a similar manner, wnOaUs 
mutai^iSf that a rise of wages and a fall of profits wiU like* 
wise accompany each other. 

This rise of wages, or of the rate of profits, while the other 
at the same time falls, vrill affect the prices of commodities 
very differently, according to the degree in which wages or 
profits enter into the cost of production. And it will, in 
general, be true, that prices will sufl^ proportionally mare 
alteration from a given change in the rate of wages, and /ess 
alteration firom the corresponding change in the rate of profits, 
where the circulating predominates over the fixed portion of 
the capital employed. As these two effects are always in 
opposite directions, it is also plain that the prices of some 
commodities will rise, while others at the same time fall ; and 
their exchangeable values, when compared with one another, 
will be made to vary. 

In dl that has been above said concemii^ the manner in 
which the cost of production, and piees in consequence, may 
be made to vary, the value of money has been tacitly assumed 
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to remain unaltered. If any change should, however, take 
I>lace in the mean time in respect to that value, so that a given 
sum of money should become more or less efficient in pro- 
curing the necessaries and luxuries of life, this will in no 
degree aflfect the correctness of our conclusions; since any 
such change, as has been before explained, will itself raise or 
lower the prices of aU things in the very same proportion. 

The necessary connexion, on the supposition of no simul- 
taneous augmentation of the productiveness of labour, of a 
fidl of wages with a rise of profits, as well as the rise of 
prices which would sometimes be consequent upon a fall in 
the rate of wages, being once distinctly understood, the 
inconsistency will be iq)parent of attributing, as some persons 
are apt to do, the low prices of British goods, when compared 
with the same description of goods of American manufacture, 
chiafly to the low rate of wages in Great Britain, instead of 
attributing them to the comparative lowness of wages and 
profits, taken together. Were it possible, indeed, to raise the 
wages of labour at once in that country, by the interference 
of the government, or in any other manner, in as much as 
this could only be accom|dished at the expense of profits, it 
will follow from what has been stated, that the prices of all 
those commodities which are the products chiefly of fixed 
capitals, instead of rising in value, would be sold at a still 
cheaper rate ; and Great Britain would, in consequence, be 
enabled to export them abroad with a still greater probability 
than before of their being preferred to the similar products of 
other nations in the market of the world. I may add here 
that, since most of the British goods which are imported into 
the United States are, in fact, the products in a very conside- 
rable d^ree of fixed cqntds, a rise, and not, as is very 
commonly supposed, a fiUl of wages in Great Britain, would 
cooperate with a protecting tarifit in the encouragement of 
oar manuiactures. 
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CHAPTER XVIL 

THB PRIOXi OR EXCHAirOBABLS YAhtJKf OF AITT THUIO CAVHOT BX 
BSOARDBD AS DBTBRMIirBD- IN EVBRY IlTSTAirOB BY THB QUAN<- 
TITT OF LABOUR APPLIED, FROM FIRST TO LAST, IV PBODUCIira 

IT- . 

I SHALL conclude what I have to say on the subject of 
prices, and exchangeable values generally, by an inquiry as 
to the correctness of a theory, which is a favourite one Mdth 
some political economists of the highest order ; althou^ no 
practical consequences of any moment depend upon its being 
true or not 

The writers to whom I allude have attempted to shew that 
the price of a commodity is always in proportion to the 
amount of labour necessary, from first to last, to produce it ; 
but, in my opinion, have attempted to do so unsuccessfuUy. 
Indeed, the fact of the occurrence of a single instance of an 
augmentation of price without the instrumentality of human 
labour, — ^the only species of labour with which we are here 
concerned^ — seems to me to be quite sufficient to evince the 
fallacy of the theory in question. Such an instance is afforded 
by wines that improve from the mei^e effects of age. The 
merchant who keeps them on hand must, of course, expect to 
receive the ordinary profits of capital ; and the price of the 
wine will be augmented by the amount of those profits. If 
we now suppose that, by means of some contrivance or other, 
and without increasing the frsi cost of the wine to the 
merchant, the same improvement in its quality as before 
could be effected in half the time, it is clear, on the principles 
already explained, that the price of such wine must necessarily 
fall, so as to exceed its original cost only by the profits upon 
it for the time thus diminished ; and we would then, conse- 
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quentlyy have the price of an article lowered^ notwithstanding 
tiie same quantity of labour, neither more nor less, had been 
applied to its production. 

Bat the instance I have adduced is not a solitary one of the 
kind: others, though perhaps not quite so striking, are 
presented to us in the various arts of life, whenever improve- 
ments take place of a nature to enable a given quantity of 
labour to be {»'oductive of a commodity in a shorter period of 
time after U is applied than before. Let us look for a moment 
at the art of tanning. It is here impossible for human 
labour, no matter what amount of it may be exerted, to 
complete the process of production in less than a certain 
period. The reason is that the materials to which that 
labour is af^lied must, in diflferent stages of the process, be 
subjected to the slow and separate operation of the powers of 
nature, using this expression in contradistinction to the powers 
exerted by man in the application of his labour. Under 
these circumstances, it must be evident that the price of 
leather can be made to faQ in either of two ways, — ^by 
lessening the amount of labour required, from first to last, tg 
produce it, and consequently of the wages to be paid, or by 
abridging the time which elapses from the applying of any por- 
ti<Mi of the labour employed till the last act of production 
be performed. I mean this, it needs hardly be mentioned, on 
the supposition of the rates of wages and profits remaining 
unaltered. Should the time just mentioned be diminished, 
while the labour required continues the same, the instance 
under consideration will be perfectly analogous to that of the 
wines before spoken of: in both instances alike, prices will 
have been a£fected by the diminution of the profits to be paid. 
And they wiU, in fact, never be determined exclusively by the 
amount of the labour exerted, except in the scarcely suppos- 
aUe case of a commodity being produced by it without any 
advances indiatever on the part of the capitalist 
There is thra. another element of price besides the quantity 
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of labour employed, from first to last, in producing a com* 
modity, to wit, the time that elapses from the aj^cation of 
the several portions of labour until the production of it in its 
complete state. But it has been objected that althou^ labour 
has power to producct it is impossible to understand how such 
a power can be predicated in reference to time, which is not 
a real entity, but merely a mode of existence. No such 
power is, however, intended to be ascribed to it Human 
labour, and natural agents, are the only powers concerned in 
the business of production. The former of these, it may be 
observed, is incapable of exerting itself without the co-opera- 
tion of the latter ; and it is, therefore, impracticable, in any 
case whatever of such co-operation, to point out how much is 
man's workmanship, and how much nature's. It would be 
wrong to regard that time, which has been stated to have an 
influence on prices, to be in any manner indicative of the 
degree in which natural agents co-operate with man. Nor is 
this a matter of any the least moment in relation to our 
present inquiry: so long as a certain time must necessarily 
intervene between the application of any portion of labour 
and the con^>letion of a commodity, just for so long a time 
must profits be realised on the wages advanced, and will the 
consequent effect be produced on prices, whether the materi- 
als to which the labour is applied be operated on, in the mean 
time, by natural agents, so as to augment their utility, or 
whether they continue in the same, or be even broi;^ into a 
worse, condition. The amount, for examjd^ expended in 
building the foundation and walls of a house, will be entitled 
to quite as much of profits, and vnll have an influence on its 
value when it is completed, equally great, as if, instead of their 
remaining nearly in an unaltered state while awaatii^, so to 
•peak, the completion of the interior structure, they had had 
their utility augmented, in a ten-fold degree, by the openAaa 
of natural agents. 
When the time, of which I have been speaking, is 
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said to detennine a certain amount of profits on the capital 
expended in the employment of labour, or» what is at present 
the same thing, on the wages of labour, those profits are not 
to be understood as being in eaeocf proportion to the time. It 
is evident that this is never the case with the profits of capital. 
Whatever may be the amount of profits on a given portion of 
it for a year, if received at the expiration of that period, 
somewhat les$ than half as much will be the proper remunera- 
tion for its use during six months; for such remuneration 
may then itself be employed productively. The case is 
entirely similar to that of the interest of money, with respect 
to which every one knows, that a half per cent at the end of 
every month is preferable to six per cent, at the end of a year. 
This view of the relation of profits, and consequently of prices, 
to the time during which capital is employed, before a return 
is made to it, is entirely inconsistent with the supposition, 
that those who deny the exclusive influence on prices of the 
quantity of labour applied, from first to last, in the production 
of a commodity, ascribe to mere time a certain occult or 
mysterious power, which, from its very nature, it cannot 
possibly possess. If they in reality did so, it is very obvious 
that they would also maintain, for they would be driven to 
maintain, that such power is always exerted in proportion 
exactly to the time which is supposed to exert it ; since every 
efiect is alveays |»oportional to its cause. 

It may, nevertheless, be conceded that the prices of com- 
modities are much more frequently lowered by the diminution 
of the quantity of labour which is requisite for producing 
them, or, what is the same thing, by a given quantity of labour 
having been rendered more productive, than by a diminution 
of the time required in production. Improvements of the latter 
description we know from experience to be confined within 
cmnparatively very narrow limits ; while, on the other hand, 
improvements of a labour-saving nature have been introduced, 
more especially in our own age, with extraordinary rapidity. 
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and to a prodigious extent Hence I would not object to the 
language of those writers who, wlien speaking generattfff 
regard all improvements in the arts as if they resulted from a 
greater productiveness of labour; and indeed, I would not 
hesitate myself, after the remarks which have been now made» 
to do the like, merely, however, in order to avoid the necessity 
of employing a multiplicity of words. 
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« SECX)ND. 



ON THE TENDENCT OF RENTS, PROFITa^ AND WAGES, TO RISE 
OR FALL IN THE PROGRESS OF SOCIETY ;— TOGETHER WITH 
THE LAWS WHICH DETERMINE THE NUMBERS OF A PEOPLE. 



CHAPTER I. 
■rrBCTs or ths ihmivishivo rbturits ibom thb laitd ufov ths 

■X0HAVOBABLB VALUE OF THB DIFFBRBVT PKODmrTO OF IWDVS- 
TRT, AWD UPOV RaVTSr-OBJBOTIOVS TO THB THBORT OF IIBBT 
BBFUTBD. 

Iir the preceding book» I have defined, with as much preci- 
lion aj waa in my power, the principal technical terms of 
political economy. I have also, as I flatter myself explained 
distinctly the nature of price and of exchangeable value, as 
determined by the cost of production; together with the 
manner in which they will be necessarily subjected to change, 
in consequence of any of the previous changes of which that 
cost IS susceptible. 

These are points of so much importance as to lie at the 
fomdation of a proper understanding of every branch of our 
general subject; and we are now prepared to enter with 
advantage into an examination of the laws that, in the pro- 
gress of society, determine the rates of the increase of popu* 

12 
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latioD and of tlie accumuIatioD of wealth, and that regulate 
the proportions in which the products of industry are distri- 
buted among the difierent classes of landlords, capitalists, 
and labourers. In prosecuting this object, I shall begin by 
supposing the various causes which have a tendency to 
produce an alteration in the condition of society in any 
country, *and, of course, the effects actually produced by 
them, to continue the same in every respect as at present ; 
with the exception of the changes which may result, either 
directly ^^Ymt an increase of the population^ or in consequence 
of the necessary operation of such increase, in giving occa- 
sion to a greater or less intensity of action on the part of 
other causes of change. And the inquiry at once presenting 
itself for consideration is : — ^Are there, in fact, any circum- 
stances in the nature of things which, on the supposition I 
have made, will necessarily affect the productive powers of 
labour, for the better or the worse, or will induce a rise or fall 
of rents, profits, or wages ? 

Such a circumstance is to be found in the nature of the 
land, and its limited extent. The different portions of it are 
not of the same degree of fertility, nor equally favourably 
situated with respect to a market ; and the returns 3delded, on 
the application to the same- land of equal successive portions 
of capital and labour, will be continually diminishing. Hence, 
as has been abready shewn, the origin, and the inequality, of 
rents ; hence also, it is quite obvious that an increased popu- 
lation will be unable* to produce proportionally as much as 
before. 

What has just been said, in reference to the diminishing 
returns firom the land in agriculture, the reader will perceive 
is equally applicable in reference to the mines, the fisheries, 
and, in short, to all employments where rents are paid. And 
I am desurous that this applicability of my argument will 
hereafter be borne in mind in all similar cases, without any 
fiurther mention being made of it By thus being enabled to 
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consider the latid as the representative of a class, I shall have 
it in my power to express myself more simply, and more con- 
cisely. 

Another consequence, resulting from the diminishing 
returns from the land, is that the exchangeable value of agri- 
cultural products will rise in comparison with that of manu- 
fiictured ones ; for the cost of producing the former will now 
be comparatively greater than that of producing the latter. 
That such will be the fact will appear from the consideration 
that there is no reason why a given capital, constituted in the 
same manner, and employed during the same time, should 
not be as efficient to produce the same quantity in manufac- 
tures as formerly, except the increased cost of the agricuitural 
raw material to which the labour of the artisan is applied. 

As additional capital and labour are applied to the land, 
rents will, from the cause the efiects of which we are now 
tracing, be continually rising. The proprietors of the land 
will receive a larger and a larger share of the produce of 
the soiL To make this as clear as I can, let all the land of a 
country be supposed to consist of say ten different kinds, in 
relation to the circumstances which would invite to its being 
taken into cultivation ; having regard as well to favourable- 
ness of situation with respect to a market, as to fertility. Now 
so long as the best land. No. 1, alone is taken into cultivation, 
there will be no rent ; the whole net produce will be profits. 
But as soon as the next quality. No. 2, is cultivated, rent will 
begin upon No. 1 ; and it will amount to the difference of the 
produce of the two kinds of land. Na 2 will yield the capi- 
talist the ordinary profits : No. 1 will, besides those profits, 
pay rent When capital is invested on Na 8, rent will 
h^pn on No. 2, and will amount to the excess of the net 
produce derived from it above that derived from No. 3. The 
rent paid by Na 1 will now, it is manifest, again rise, so as to 
be equal to the excess of its produce over that of No. 8, instead 
of tto excess of it over that of Na 2. And so on when 
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numbers 4, 5, 6, &c. are taken into cultivatioD. The same mode 
of exposition may be applied to the successive investments 
of capital on the land already cultivated; numbers 1, 2, 8, 
&;c denoting the equal portions of capital invested (because 
thus successively invested) imder continually more and more 
disadvantageous circumstances. It must be likewise evident 
that our reasoning will not be the less accurate, if, instead of 
ten, we suppose the number of our classes to be any other 
than ten, or even to be multiplied indefinitely, so as to accord 
with the real state of the facts, when scarcely any two por* 
tions of land are precisely in the same circumstances of 
fertility or situation. The proposition advanced may, there- 
fore, be considered as established, in so far as the rent of land 
is to be estimated by the share of its produce which goes to 
the landlord. But since, as has been explained, the exchange- 
able value of a given portion of that produce 'will have been 
augmented, rents vrill rise on this account also. The owneri 
of the land will, therefore, have a larger share of the uhote 
produce of labour ; and their condition will be a continually 
improving one. 

I have so much confidence in the force of the statement 
just given of the theory of rent, that I might, I think, safely 
neglect all consideration of the objections which have been 
made to it I shall, however, notice two of them ; and they 
are the only ones I have met with exhibiting the slightest 
shade of plausibility. 

It is, in the first place, said, that there is no land any where 
to be found, for which, when leased by its owner to any indi« 
vidual, the latter does not pay rent There are, for instance, 
barren tracts in the highlands of Scotland which are incaplk- 
ble of compensating the labour applied to them; and which, 
nevertheless, constitute no exception to this general remark* 
But it may be replied, that it is only in appearance they do 
not When any considerable tract is leased, it may very well 
happen that certain portions of it are entirely wortUeis, and 
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pay in realityno rent, although they seem to do so because of 
their being comprehended within land of a superior quality. 
Again, in every instance in which the objection under consi- 
deration has been urged, it will be found that rent is paid for 
land on which, however comparatively unproductive, some 
labour has been previously bestowed, or, in other words, on 
which some capital has been invested ; and what is paid may, 
therefore, be no more than the profits of such capital Lastly, 
we might safely grant to the objector, without any risk of 
thereby afiecting practically the correctness of the theory in 
question, that no proprietor of land will have any motive to 
let another individual occupy it gratuitously, and that the 
motive to lease it will only arise when it can afford to pay 
rent Instead of saying that all land pa]r8 rent excepting the 
last taken into cultivation, we shall have to say that all land 
yields rent, including that which is last taken into cultivation, 
which, however, yields the smallest rent possible, or at most 
a very trifling rent 

In the second place, it is asserted, and correctly asserted, 
that, according to those political economists who adopt the 
theory of rent as I have expluned it, were the fertility of 
the land to be every where augmented, rents would fall; 
because it would not be necessary to cultivate land of as 
inferior quality as before; and because the exchangeable 
value too of agricultural products would become less, deter- 
as tins is by the cost of production under the most 
;eous circumstances in which production actually 
takes place. It is then argued that if, on the contrary, we 
suppose the land to diminish in fertility, it will necessarity 
follow that rents will continually rise ; and, consequently, they 
will be at their highest rate when the diminution of fertility 
shall have reached its ultimate limit, to wit, that of absolute 
barrenness. Is not this, it may be asked, a demonstration ex 
abmrdo of the fallacy of the theory of rent V* I answer, no. 
What the theory maintains is that,lAe jimer^il taU offertiK^ 
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being givetif rents will, in the progress of society, be continu- 
ally rising, the proprietors of the land having a larger and a 
yet larger amount of the whole of its produce, and having, 
too, on account of its ever increasing exchangeable value, a 
larger and larger command over the whole produce of 
labour. If we now compare the land, when its general 
fertility is at a certain rate, with the same land when its 
fertility is difierent, the proposition which has just been stated 
wiU, it is obvious, be consistently modified so as to allot to 
the proprietors of the land, not in all cases an ever increas- 
ing amount of its produce or of the whole produce of 
labour, but simply a larger prcportional share of what is, 
in fact, produced. There is no absurdity in supposing rent, 
thus imderstood, to be the highest at the nearest approach 
to the condition of perfect barrenness on the part of the 
land: a certain proportional share of a thimble-full of a 
commodity may be in any degree larger than a smaller 
share of millions of bushels. 



CHAPTER n. 

rARTHBR XmSOTS OF THB BDOVISmiro RBTURITS FBOM THS 
LAirn Oir THB BX0HAirOBABZ.B VALUES OF OOXMODITUBS, OV THB 
8UK OF PROFITS AVD WAOXS, OIT PROFITS, AITD OIT THX IVGRBASB 
OF FOPULATIOff AffJD WXAI.TB. 

To proceed with the consequences necessarily resulting from 
a supposed increase of population, under the circumstances 
in which man is placed on earth, of being obliged to apply 
his labour to the land ever more and more disadvantageoosly. 

Since the whde amnaU of wealth produced is less than it 
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would otherwise have been, and since also, notwithstanding 
the diminution of that amount, a larger portion is separated 
from it for rent» it follows that the capitaUsts will receive a 
less proportion than they did before, or which is the same 
thing, the rate of profits will be reduced, and will remain 
thus reduced, unless the reduction should be counteracted in 
part, or wholly, by a contemporary fall of wages ; which, my 
readers will not have forgotten, is equivalent to a rise of profits. 

If we suppose wages and profits to fall in the same propor- 
tion, such an alteration in their rates, it may be worthy of 
mention, will have no eflbct to alter the exchangeable values 
of commodities. But agreeably to the principles already 
explained, should profits have fallen in a greater degree than 
wages, the exchangeable values of all commodities which are 
the products chiefly of fixed capitals will fall, when compared 
with the exchangeable values of those which are produced 
where the predominant portion of the capital employed is 
circulating. The contrary likewise will, of course, take place, 
if the fall of wages be the greater of the two. 

But our object, at present, being to trace the consequences 
resulting from an increase of the population of a country, 
while we, at the same time, suppose the action of all other 
causes to remain unaltered, excepting only in so far as they 
may have their intensity augmented or diminished by the 
siqyposed increase of population^ — and this with a view to the 
simfdifying, as much as possible, of our investigations, — ^let us, 
with the same view, also siqppose the entire diminution of the 
sum of profits and wages, consequent, as has been explained, 
upon the application of additional capital and labour to the 
land, to affect profits exclusively, and wages to remain at the 
Munerate. 

Although my reasoning will proceed on the supposition 
just made, it will be easy afterwards to modify the conclusions 
arrived at, according as the diminution of the sum of profits 
and wages is supposed U> aflfect both profits and wages, or 
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toages exclumvely. Indeed, such a modification of them will 
be 80 very eaaily accompliahed, that the reader may be left to 
accompliih it for himsell. 

My first propoation now will be» that a less rapid accumu- 
lation of capital will take place than before ; — a propositioii 
the tnith of which might, perhaps, seem at first to be suffi* 
ciently manifest from the mere fact of the smn total of 
productiixi being now comparatively less than it was, and 
from its consequence, that every individual of the community 
will, on the averagef have a less income, and will thus be 
disposed to save less. What is produced is, however, now 
somewhat differently distributed. The landlords get not <Hily 
a larger proportional share of the whole produce, but a 
greater quantity of it than they were before entitled to ; and 
the capitalists suflfer the vAole Ion incurred in a diminished 
rate of profits. Will this new distribution of the products of 
labour be favourable or unfavourable to saving t It will be 
unfavourable ; more especially so where rights of primogeni- 
ture, entails, or any other political or legal arrangements, 
have the effect of forming, and keeping together, large landed 
estates. No persons are, in general, less apt to employ or 
consume their incomes productively than the very wealthy 
proprietors of such estates ; and, on the other hand, no class 
of persons are so much disposed to accumulate property as 
the capitalists. Such accumulation will not, 'therefore, be 
promoted by a transfer of a part of their incomes firom them 
to the landlords. And again, the lower the rate of profits the 
less inducement is there to save. To illustrate thili, take two 
cases diflbring widely from each other : that of a person 
having at his disposal 92000, when the rate of profits is 100 
per cent per aimum ; and of another with the same sum, 
when the rate of profits is only one per cent per annum. 
Now what motive will the persons supposed have respectively 
to save a certain portion of their income, say $M>0 1 An 
equal amount of present gratification must be foregone by 
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both ; while, in return, the one will be enabled at the expira- 
tion of a year, instead of 9500, the value of the gratification 
he might have enjoyed, to command a sum of only five 
dollars more^ — and the other will receive altogether as much 
as $1000. 1 need not say which of them has the stronger 
motive to save. And the inference to be drawn from the 
comparison of other cases, approaching more nearly in 
their circumstances to each other, will only be different in 
degree. 

Again, if wages continue always the same, population and 
capital will advance together at an equal rate. This is 
manifest, because population, under the supposition made, 
must necessarily increase at the same rate with that portion 
of capital which consists of wages ; and this last rate is again 
ID proportion to that of the accumulation of the whole amount 
of capital. Hence too, since the accumulation of capital has 
been shewn to be continually retarded in consequence of the 
efi^ts necessarily resulting from the diminishing returns to 
capital and labour, when equal portions of them are succes- 
sively applied to the land, it follows that population and 
wealth win be ever augmenting at a slower, and yet slower 
rate. 

The following consequences have now been deduced : that, 
in the progress of society, from the very nature of the land, 
the whole amount of wealth produced will be proportionally 
diminished, that is proportionally to the amount of labour 
applied ; the exchangeable value of agricultural products will 
rise in reference to all other products ; and rents will be con- 
tinually rising, and therefore continually inducing, by their 
rise, a corresponding rise in the value of the land ; — also, that 
when wages are supposed to continue the same, profits will 
fall ; there will be a less rapid accumulation of capital ; and 
the rate at which population and wealth increase must, in 
consequence, be continually retarded. 

13 
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CHAPTER III. 

XITBCTSy Iir Air OPPOSITE DIRECTIOlTy OF THE PROGRESS OF HUMAff 

IffVSffTlOV. 

The consequences which have been deduced are, however, 
modified, and in certain cases altogether counteracted, by 
the efiects resulting from the development^ of the powers of 
human invention, in their application to the various arts of life. 
The labour of man is thus rendered^more efficient to produce ; 
and the efi^ts of the diminishing returns from the land on 
the whole amount produced may in this manner, it is evident, 
be either partially or entirely counteracted, or be even more 
than counteracted, according to the degree of the augmented 
efficiency of labour. 

In the following remarks I shall assume, it may be here men- 
tioned, that, wherever the contrary is not expressly stated, the 
degree of industry exerted by a community continues always 
the same, — and that the proportion which the members of it 
who do not labour at all bears to those who do continues 
likewise unaltered. If then, to use the language of mathema- 
ticians, these quantities, thus at first assumed to be constant^ 
be supposed to become at any time afterwards variable quaU" 
tUieSy the consequences on the amount of wealth produced, 
and on the progress of national wealth, will, it is manifest, be 
entirely similar to those resulting from the augmented or 
diminished productiveness of labour, as the case may be ; and 
such variation in the circumstances before supposed to remain 
unaltered, it will be perceived, will in no wise affect the cor- 
rectness of the conclusions which I am about to deduce. 
These circumstances are, indeed, only very slowly alterable; 
and, for this reason, tjie favourable effects which may occa- 
sionally result from a variation of them are quite inconside- 
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Table, when compared with those which are consequent upon 
the progress of human invention in the arts. 

Hie removali too» of any of those re$triction$ which have, 

in every nation, more or less trammelled the industry of the 

people, and prevented it from being as productive as it 

would otherwise have been, will also be followed by effects 

perfectly analogous to those resulting from improvements 

made in any of the modes or processes of production. And 

hence, when the progress of human invention is asserted to 

be the antagonist principle to the necessarily diminishing 

returns of the land, on the application to it of successive 

equal portions of labour and capital, that progress should be 

understood, as comprehending the class of improvements 

which has just been mentioned. 

If improvements in all the arts were to take place at the 
same rate^ they would obviously have no effect to alter the 
exchangeable values of things; and that rise in the value of 
agricultural products, and corresponding fall, when compared 
with these, in that of manufactured ones, which were before 
shewn to result from the necessity of having recourse to 
inferior soils, would not at all be affected. But if we siqppose, 
in accordance, very generally so at least, with the real state 
of things, that improvements are introduced in less rapid 
succession, and to a less extent, in agriculture than in the other 
arts, we shall have an additional reason why the cost of pro- 
duction in the former should continually become relatively 
greater, and the exchangeable value of agricultural produce 
should be always on the rise. 

With respect to rents, the effect of agricultural improve- 
ments will be to cause them to fall ; for the land which is 
cultivated, in consequence, under the most unfavourable 
circumstances, needs not be as inferior as that which would 
be otherwise so cultivated ; and we may, indeed, conceive 
the improvement to be so great as to cause land of the first 
^piality alone to be cultivated, when no rent at all would bo 
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paid. But besides this, the efiect of agrictltiiral improve- 
ments is to diminish the cost of producing in agriculture, and 
therefore to lower the exchangeable value of what is pro« 
duced. Not only will the landlords get a smaller portion of 
the products of the land ; but they will be able to exchange 
that portion for less of the necessaries and luxuries of life than 
before. 

Improvements in any of the arts, xOhier than agriadturef 
will cause rents to rise. This will be efi^ted in the following 
manner. If we suppose, at first, no additional capital and 
labour to be applied to the land, there will be an extraordi- 
nary demand for agricultural products, more especially for 
the agricultural raw material to be used in manufactures, 
which will of course raise their exchangeable value, and by 
thus making it worth while to take new land into cultivation, 
cause a transfer of capital from other employments to agri- 
culture. Rents must then rise ; worse lands being then culti- 
vated, and the exchangeable value of agricultural products 
becoming, of course, at the same time greater, in comparison 
with other commodities. It needs scarcely be added that 
from the very first, therefore, these efiects vrill takfe place by 
means of the application of tiie accumulating capital in the 
proper proportion to every department of production, includ- 
ing agriculture. 

That so long as wages ccmtinue at the same rate,— a sup- 
position I have been continually makings — agricultural im- 
provements will tend to produce a rise of prcfiJt$f is the 
necessary consequence of the whole amount of production 
being augmented, while, at the same time, rents are made to 
fall 

On the same supposition again of a permanent rate of 
wages, improvements in any of the other arts, hy augmenting 
the amount producedf will have a favourable operation on 
profits. But while this is the case, they will likewise tend, 
hy raising reiitf, to diminish {nrofits. Now which of these 
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urill have the greater efficiency ? Will profits, id 
reaHty, rise or fall t This question does not, in my opinion, 
admit of a general answer ; for the degree in which rents will 
rise must necessarily depend on the greater or less rapidity 
with which the returns from the land diminish, on the appli* 
cation to it of successive equal portions of capital This 
diminution may be supposed to take place so rapidly that 
rents shall absorb a greater amount than the additional pro* 
duction ; when it follows, of course, that profits will fall It 
may, on the other hand, go on at a rate sufficiently slow to 
admit of profits rising simultaneously with rents. The onOf 
as well as the other, of these results may, very possibly, in 
fact occur in different countries, or at different times in the 
same country ; although I am disposed to think the latter of 
the two to do so much more frequently, and in new countries 
almost always so. 

Improvements in the arts, hy augmenting the amount of 
Ufealih jnvducedf will likewise manifestly induce a more rapid 
accumulation of capital. But as every rise of rents, to which 
they may give occasion, will produce, as has been shewn, a 
distribution of wealth in a certain degree unfavourable to 
saving, the rate of accumulation will, on this account, be 
prevented finom being as rapid as it would otherwise be. The 
rate of increase, too, of the population being determined, 
when wages are supposed to continue always the same, by 
that of the accumulation of capital, whatever causes have a , 
tendency to accelerate the latter must likewise tend to accele* 
rate the former. 

On a review of the sometimes agreeing, and scmietimes dis* 
agreeing results to which we have been led, in relation to the 
varying amount and distribution of the wealth produced, I 
think there can be no hesitation to infer that, all things consi^ 
deredf rents will, in the progress of society, be continually 
rising ; that it is possible for profits to rise or fall ; and that, if 
the same rate of wages be always paid, capital and population 



98 VHB FKIHOmSS OF 

nxBj increase together at the same accelerated rate, or at the 
same retarded rate. These conclusions will hardly be called 
in question, even by those who may possibly find a difllcuky 
in at once admitting the correctness of one or two of my pro- 
positions, relating to the manner in which wealth is at diflbrent 
times distributed. And indeed, although it is sufficiently 
interesting to trace the progressive distribution of wealth, 
most of the great practical questions which look to the prin- 
ciples of political economy for their solution, and on the 
proper solution of which consequences of much moment to 
the well-being of society may be dependent, require nothing 
more, in reference to the conclusions just stated, than an 
assent to the possibility of capital and population, while they 
liugment to^etAer, to do so with diflbrent d^prees of rapidi^ ; 
a proposition which may be surely r^^ded, if any proposi- 
tion can be so regarded, as quite undeniable by the dullest, 
as well as by the most acute objector. 

It may here be mentioned that the continual rise of rents, 
which has been theoretically deduced, accords with the 
results of actual experience ; for the exchangeable value of 
land being always in proportion to ibe rent which it yields, 
together with the profits of the capital invested on it, a con* 
tinual rise of rents implies necessarily a corresponding pro- 
gressive augmentation of that value ; and this is well known 
to be the general fact It is the expectation, too, of such a 
rise in the value of land, as has already been mentioned, that 
often enables it to command a price in the market quite dis- 
proportionate to the value of what it produces, and that 
sometimes confers upon it a value when it is as yet altogether 
unproductive. 
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CHAPTER IV. 

IVTIIIATS OOHNSXION OF THE SUBJECTS OF WAGES AND POPULATIOIT 

— <3HBCKS TO POFULATIOir. 

AssDMivo the rate of wages to remain unchanged, we have 
inquired into the variations to which, in the progress of society, 
rents aqd profits will be subjected. But the receivers of wages 
are far more numerous than the classes who live on rents and 
profits, and indeed constitute the main body of every com- 
munity. Moreover, the poorer classes of society are, for the 
most part, of this description of persons. And the happiness 
of a people, as regards the degree in which it is determined 
by the necessaries and luxuries of life they can command, 
win depend much more on high or low wages being paid, 
than on the comparative rate of profits, or on the amount of 
rents received by the landlords. Accordingly, the great 
practical object of the political economist is not so much to 
promote the interests of the wealthy, by any attempt to enlarge 
the sources of their incomes, as to investigate, and to put into 
execution, the measures best adapted to give the poor man 
the highest remuneration for his labour that may be practica- 
ble, and to elevate him to as liigh a rank in the scale of 
society as the laws of nature, aided, and not trammelled, in 
their beneficial tendencies, by the co-operation of individuals 
and of governments, will permit 

The important question, therefore, now presents itself for 
inquiry: — ^What are the circumstances which regulate the^ 
rate of wages ? And I do not mean here their comparative 
rates indifierent occupations: of these I have already treated 
with sufficient fulness. I mean the actual amount of the 
necessaries and luxuries of life which, in each respectively. 
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any one is enabled to procure in exchange for his labour or 
services. 

In reply to the question ^hich has been put, I may, in the 
first place, remind the reader that wages have been shewn to 
be determined, in every case, on the principles of supply and 
demand, — by the relation, that is, subsisting between the 
supply of labour and the demand for it : and as the supply 
of labour, all other circumstances remaining the same, is in 
proportion to the number of labourers, and this again in 
proportion to the amount of the whole population ; while, on 
the other hand, the demand for labour is measured hy that 
portion of the capital of a country which consists of wages, 
and which, again, is proportional to the whole amount of that 
capital ; — ^it will follow, that the rate of wages is dependent on 
the relation which the capital of a country bears to the 
numbers of the people. So long as this relation continues the 
same, wages will remain unaltered. If the population remain 
stationary, wages will rise or fall according as capital increases 
or decreases. And as an increase or decrease of capital can, 
in that case, (the same quantity of labour being always 
applied) only, it is evident, take place with an adyance or 
decline in the arts, wages will then rise or fa]! with every 
such advance or decline* If, on the other hand, we suppose 
the amount of capital not to alter, the number of people will 
determine the rate of wages : in fact, the very same amount 
of wages will have to be divided among a greater number of 
persons. 

Hence it appears that the laws which regulate the increase 
of population must first be investigated, before the subject of 
wages can be fully understood ; or, in consequence of .their 
intimate connexion, it would, perhaps, be more proper to say 
that both subjects should be investigated together. To this 
investigation I shall now accordingly proceed. 
I set out with the remark that the checks to the increase of 
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population may manifestly be clasged under the two heads of 
tbepreventive, and the pontive checks : the former prevent the 
birth of human beings ; the latter destroy them after they 
have been brou^t into existence. Of the former description, 
are late marriages, and vicious practices of various kinds not 
at aU necessary to be here enumerated Every cause of 
mortality, such as disease, pestilence, wars, infanticide, are of 
the latter description. It is obvious that we may conceive 
these checks to operate in so great a degree, as either to 
keep the population of any region or district of country 
stationary, or even to cause it to retrogade ;^-or, on ibe 
contrary, we may conceive them to operate in a degree 
tMn^jicient to prevent altogether its increase. Indeed, any 
erne of the enumerated checks, whether preventive or positive, 
may be conceived to act with an energy adequate to the 
production of either of the two former effects ; and, a fariiorif 
to all of them co-operating together, with the exception of the 
comparative lateness of marriage, the same results may be 
attributed; — so that, were every individual to marry on 
attaining the age of maturity, and the whde power of popula- 
tion to be thus called into activity, this would fail to supply, 
OT to do more than supply, the places of those who were cut 
off In reality, however, the checks to population very 
seldom operate with an energy like this. In a few peculiarly 
unhealthy spots, and during the actual prevalence of pestilence 
or war, such may happen to be the case. Nevertheless, it 
may be laid down as a general law, established by observa* 
tion, that population has the power to keep itself stationary, or 
even to advance, without the necessity of exerting the whole 
procreative force of the community. We find many nations, 
too, rapidly augmenting in numbers, while every individual 
composing them is far from marrying, as soon as he has 
reached the age of maturity. How many persons, for 
example, are there not in this predicament in the United 
States, where the numbers of the people can be shewn, after 

14 
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maklDg every allowance for immigratioo, to have doubled 
themselves in a period so short as twenty-five years, — and 
where, at the present time, no one will deny that, indepen- 
dently of the accession which it is receiving from abroad, 
population is doing much more than sustain itself! What- 
ever other causes may be, therefore, in operation to retard 
the progress of population, we are entitled to regard the 
delay of marriage, and, as a necessary consequence, the 
number of those who never marry at all, as among the causes 
which are, in every country, conspiring to produce that 
efiect. This proposition may, very possibly, appear to 
the reader so obviously true, as, for the moment, to subject 
me to the imputation of being exceedingly common-place. 
But there are some subjects which have been so involved and 
obscured by controversy, that it is advisable, when treating 
of them, to run some hazard of incurring such an imputation, 
rather than fail of being perfectly understood. Of this nature 
is the subject of population. And indeed, the truth of the very 
proposition of which I am speaking has been boldly, althou^, 
in my opinion, very absurdly, denied by one writer at least of 
reputation in our own country. His words are, that '* the mass 
of the people in all countries, and at all periods, have married, 
and always will marry, upon their arrival at maturity." 

The question now presents itself: — ^Why the delay, of which 
I have spoken, as to marriage ? Or, in other words, why do 
not all men marry as early as the physical constitution of dieir 
nature will permit ? The most prominent reason that can be 
given, for their not doing so, is the difficulty of procuring the 
means of support ; and by the means of support I not only 
mean the food which is necessary for the sustaining of life, 
but likewise all the various necessaries and luxuries which 
each individual is desirous of acquiring, — so desirous of 
acquiring, that, rather than forego doing so, he prefers the 
postponement of marriage. Population may, then, be said to 
be checked by the difficulty of procuring the means of s^ppm'L 
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When these become any where more abundant, population 
augments with a greater rapidity; and where they become less 
abundantythecontrary will take place. This Idiwiamoststriking'' 
ly illustrated in the case of the great mass of the receivers of 
wages, or, to use the ordinary language on the subject, in the case 
of the *' working classes." When wages experience, from what- 
ever cause, a sudden rise, that is when the labourers unex- 
pectedly come to possess, in a greater quantity than before, 
the necessaries and luxuries of life, it is uniformly found that 
the number of marriages is increased. A very sensible 
influence on their number is exerted by an extraordinarily 
fruitful season, or by one which is in an extraordinary degree 
unfruitful ; as is to be inferred from the actual registers of 
marriages kept in different parts of England. When also in 
East Prussia, in the year 1711, a pestilence swept off, as it is 
said, one third of the inhabitants, and when wages rose, in 
consequence, considerably above their usual level, the number 
of marriages was prodigioudy increased in the following year. 
In a tract of country where their annual number had been 
0000, it was doubled. It is not, therefore, at all surprisii^, 
that no efiects of the pestilence should have been remarked 
after a few years, and that the Prussian population should so 
soon, as writers state, have appeared to have restored itself. 
It is worth noting too, that all this marrying, and giving ih 
marriage, took place under the peculiarly unpropitious cir- 
cumstances of the gloom and mourning in which almost the 
whole community were involved, on account of the deaths of 
relatives and friends, — circumstances calculated, of course, to 
render the remarkable result still more remarkable. 

Now it must be manifest, from the known constitution of 
human nature, that the effects which have been shewn to 
resuh from an alteration in the existing rate of wages are like- 
wise to be attributed to every variation in the accustomed 
incomes of individuals, from whatsoever sources those in- 
comes may be derived ; nor is there any reason why those 
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effects should be limited to the cases when incomes or wages 
are small. When rents or profits increase, the landlords and 
capitalists will be influenced exactly in the same way as the 
labourers are by a rise of wages ; and whatever may be the 
condition of the different classes of society, whether they be 
rich or poor, enlightened or the reverse, any improvement in 
their worldly circumstances will invariably operate as a 
stimulus to marriage. Not, indeed, in the same degree. That 
proportionate increase of his income which would constitute 
a motive strong enough to induce the marriage of every 
uneducated labourer might, very probably, not be adequate 
to influence the determination of many among the wealthy. 
For few or none among the labouring poor remain unmarried 
through choice. It is the difficulty of procuring the means of 
support alone which restrains their inclinations. On the other 
hand, according as the minds of men are cultivated and 
refined by education, or the circle of their enjoyment is 
extended, not only does the sexual passion become less domi- 
nant, and is more readily counteracted by other desires and 
passions, but individuals will be found who, notwithstanding 
any supposable accession to their wealth, would still continue 
to live a life of celibacy, through an excess of that fastidious 
ness of taste and of feeling, and that strength of acquired 
habits, which are inseparable concomitants of education and 
refinement 

If we make the contrary supposition of a general diminu^ 
Han of income, the consequent decrean in the number of 
marriages will, of course, as in the former case, extend to all 
classes of people, and also in a greater degree to the poor 
than to the rich. 

From this view of the subject, it might be imagined that 
the efl^ts, which have been stated to result from a me of 
wages, should sometimes be counteracted, and entirely neu- 
tralised, by the opposite effects of a contemporaneous fall of 
rents or profits,— especially of the latter. Yet inasmuch as 
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the proportion of those who gain their livelihood by the receipt 
of wages, in exchange for services rendered by them, is vastly 
greater than the number of those who live by rents or profits ; 
and as the great majority of the receivers of wages are pre- 
cisely those members of the community who are most readily 
induced to marry by any improvement in their circumstances ; 
and moreover, since, in the prt^ess of society^ it will fre- 
quently, if not generally, be found that profits and wages rise 
or fiill together ; — ^we see how it is that every rise of wages, 
unaccon^nied by a corresponding improoement in the habits 
qfthepeople^ is in feet always productive of an increased 
namber of marriages, and why every fall of wages has in- 
variably the opposite effect. 



CHAPTER V. 

THE SUBJSCT OF FOPULATIOIT COlTTIiruSn. 

The proportion which I have been endeavouring to estab- 
lish, and which I hope I have succeeded in establishing to 
the satisfaction of the reader, is that '* population is every 
where checked by the difficulty of procuring the means of 
support'* This, however, is a very difibrent proposition from 
that which asserts population to be checked by the difficulty 
of procuring the means of submtence. Both of them cannot 
at the same time be true, unless subsistence be used synony- 
mously with the means of support, as applying to the whole 
revenue or income of individuals, whether this be valued at 
100 or 10,000 dollars per annum. But this sense of the word, 
notwithstanding it is in some measure countenanced by the 
authority of Dr. Johnson, ill his dictionary, appears to me to 
be entirely at variance with the common use of language. 

If subsistence be understood to comprehend the food, cloth- 
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ing» shelter, aod, in short, whatever is indispensable to the 
preservation of human life in its rudest and most degraded 
condition, it may be cpnlBdently affirmed that the difficulty of 
procuring the meaus of subsistence is no where the imme- 
diate or actual check to population. No people have ever 
existed, even the most rude, who have not, in some measure 
lived in the enjoyment of what, relative to a mere subsistence^ 
may be denominated luxury : and the mass of the population 
in all civilised countries are, in general, far enough removed 
from the limits prescribed by a hard and savage necessity. 

But if the difficulty of procuring the means of subsistence^ 
as the term is just now supposed to be used, — and, perhaps, 
this is the proper mode of using it, — ^be not an immediate 
check to population, can it be regarded as an u/^'mo/e check? 
Does it present a limit beyond which population cannot be 
conceived to increase ; a limit which, when reached, will 
render it necessary that the numbers of mankind should be 
kept down, either by a diminution of the number of marriages 
and births, or by the aggravated devastations of disease T 
The answer to this question will depend entirely upon the 
comparative productiveness of labour in the different stages 
of the progress of society. If, when the number of labourers 
is doubled, the products of their labour wiU also be doubled, 
it is plain that no limits whatever can be assigned to the 
increase of population. So if labour should become compara- 
tively more and more productive. But on the other hand, if 
the powers of production should not keep pace with the 
multiplication of the number of labourers, population coukl 
not increase at all, unless we at the same time suppose the 
share of its products received by each individual to be leas 
than before : and population, on this supposition, and on this 
n:qpposition only, may continually approximate 'to the limits of 
a mere subsistence. 

The efl^t of the portion of the community who before 
lived on rents or profits also becoming labourers, or of the 
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community generally becoming more industrious, would no 
doubt be to retard the deteriorating process which has been 
mentioned ; but it must be likewise evident that the causes of 
this retardation of the evil would be wholly inadequate to 
prevent it altogether. 

Mr. Malthus however, and most other political economists, 
restrict the meaning of the term subsistence to food merely. 
In this acceptation of it, it is even more obvious than in the 
preceding that the difficulty of procuring the means of sub- 
sistence is not, in general, an immediate check to the increase 
of population. Indeed it is never so, excepting in the com- 
paratively very rare case of actual famine. Nor can it be the 
ultimate check to that increase; for, as has been already 
explained, long before the whole labour of the community 
could be applied to the exclusive production of food, or, what 
amounts to the same thing, to the exclusive production of 
those commodities in exchange for which they obtain food, 
population would have become stationary. 

But enough, for the present, in respect to erroneous opinions, 
ot in respect to objectionable modes of expressing correct 
ones. Let us now proceed with the deduction of such conse- 
quences as flow legitimately from the law which has been 
established, — ^that population is every where checked by the 
difficulty of procuring the means of support First, since 
when those means become at any time more abundant, that is 
whenever the checking or counteractingybrce is in any degree 
removed, peculation begins immediately to increase with more 
rapidity than it did, we can make no hesitation to assent to 
the following propositions, — ^that population is ever premng' on 
the means of support, — and that population has a tendency to 
increase more rapidly than die means of support These two 
propositions are, in fact, only different modes of expressing 
that from which I have asserted them to be obviously deduci- 
Ue. 
Yet it is proper to mention that there are writers who have 
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objected to the ascribing to population a tendency to increase 
more rapidly than the means of subsistence ; pronouncing the 
term tendency to be one of such ambiguity as to be very pro- 
perly discarded altogether from our present subject; and 
denying, too, the propriety of speaking of any thing as having 
a tendency to advance more rapidly ihan another in a particu* 
lar direction, when they, in truth, advance together. Now as 
the very same objections are capable of being made to the 
asserted tendency of population to increase more rapidly than, 
or beyond, the means o{ support; and as the term tendency is 
a convenient one, which cannot easily be got rid of in refer- 
ence to the subject of population, without the use of much and 
frequent circumlocution ; I shall remark, in justification of its 
being employed in the manner in question, that it is so 
employed in perfect analogy to the use made of the term ten* 
dency in mechanical philosophy, which is the source whence 
it has been borrowed. When 9l force has been prevented in 
any manner from producing its proper effect of motion in a 
particular direction, the body on which it acts is still said to 
have a tendency to move as if not thus prevented from mov- 
ing. The mechanician, for example, speaks of the tendency 
of a heavy body, placed on a table or horizontal plane, to 
descend in the direction of gravity, though, in reality, its 
motion is wholly prevented by the resistance of the plane. So 
again, a body, placed in one of the scales of a balance, is very 
properly said to tend towards the earth, even when in equili- 
brium with an equal weight in the opposite scale ; and this 
tendency is experimentally shewn to exist, in the only way in 
which it can be made to appear, to wit, by removing or 
weakening the counteracting force, — ^when the body actually 
falls to the ground. In morals also, we continually compare 
the influence of motives on the mind with the action of me- 
chanical causes on matter. We speak familiarly of the 
tendency of a motive to produce its appropriate efiect on the 
conduct ; and this when the actual determination of the 
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through the operation of other motivei, is dfa^cdy the con- 
trary. And in the case under consideration, which has led to 
these remarks, it shotdd be recollected that the sexual passion, 
and the desire to marry, are not extinguished in the breasts of 
that portion g( the community who continue to live in a state 
of celibacy, but are only counteracted by the opposite motive 
of a desire for the enjoyment, in a greater degree, of the vari- 
ous conveniences and luxuries of life. If these become at any 
time more abmdant, or, in other words, if adequate means for 
the support of a family are more easily procurable, a greater 
number of marriages win take place, and the previous exist- 
ence of the tendency of population to increase, faster than the 
means of support can be provided, vrill immediately become 
manifest Hence,' likewise, it appears that this tendency is 
always in exact proportion to the force of the check which is 
presented by the difficulty of procuring the means of support ; 
and consequently, that it is greatest, not when population in- 
creases moat rapidly^ but, on the contrary, when this Increase 
is the sbwesL It will, of course, also be true, that, when 
population is actually making the most rapid progress, the 
tendency in question wiU be the least 

This tendency I shall hereafter designate as the prineipleof 
population f in conformity with the general usage of the writers 
on political economy, when they speak of it in reference to 
the difficulty g£ procuring the means of stdfsttience ; and we 
riiall at any time be enabled to form something like an esti- 
mate of this tendency, or of the energy with which this prin* 
e^ple is acting at any particcdar time and place, by comparing 
tke actual rate at whidi the population is increasing veith the 
rate at which it vrould merease, were there no difficulty what- 
ever in procuring the means of support Of course, the last 
■mentioned rate cannot be ascertained with absolute precision ; 
bat h is easy to approach to it, by assuming it to be at least aa 
rapid as the rate at which the population has actually in- 
creased in some one conntiv, or region of country, situated in 

* 16 
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average circumstances of mortalityy and of those circum- 
stances which constitute the various other checks to the pro- 
gress of population, the delay of marriage only excepted. 
Since, therefore, population has actually doubled itself, from its 
own resources, in the United States of America, — which is pro- 
bably about as fair a field for observation on the subject as could 
be desired, — in so short a period of time as twenty five years, we 
may conclude that it has generally the power of doubling 
itself in that period of time ; and we see, consequently, how 
great must be the tendency of population to increase beyond 
tiie means of support in countries where it is actually station- 
ary, or even declining; or, in other words, we see how 
actively the principle of population would exert itself, if the 
checks to its exertion were to be suddenly itemoved. 



CHAPTER VL 



THB SAKE SUBJBOT OOlTTIirUSD— -HABITS OF THB OOKMUinTT itf 
RBLATIOV TO MARRIAOB — ^HOW THOSE HABITS ARB TO BB Ilf- 
PBOVED. 

Thb principle of population being once established, it will 
follow diat the average, necessary, or natural rate of v^rages 
in any country must remain always the same, 90 long as the 
habits of the people generally in relation tomarriage amtinne 
the same ; for every rise of wages which may occur un- 
der these circumstances, from whatever cause originating, 
will lead to a more rapid augmentation of the papulations 
and tfiis again wiB require, and be accompanied by, the 
puaJiing of cultivation on inferior soils, and, in general, under 
more disadvantageous circumstance than would otherwise be 
the case ; which, in its turn, as has already been explained. 
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wiO HimifnA the amount of praporiional production, and thus, 
as has likewise been explained, reduce wages, and reduce 
them too to their former kveL It is unnecessary to trace the 
process by means of which a similar return to the former and 
accustomed rate of wages will be brought about, if wages, 
instead of hatdng risen, be supposed to have fallen. My 
readers cannot avoid perceiving that it is one perfectly anal- 
ogous to that which has just been described, only occurring in 
an opposite direction. 

Now all this, it will be borne in mind, is on the supposition 
of no alteration taking place in the habits of the people, in 
respect to marriage. But these habits have been intimated to 
be, and they are notoriously (though at all times only slowly 
alterable) very different in different countries, and in the same 
country at diflferent periods. That rate of wages, for instance, 
which would determine the marriage of every inhabitant in 
Ireland, would be regarded by a large proportion of English- 
men as inadequate for the support of a family, and, in the 
United States, would by many of the labouring poor be pro- 
nounced to be insufficient for a single individual. 

Let the alteration in respect to the habits of the community 
be such as to detennine, all other circumstances remaining the 
same, a diminution in the number of marriages ; in other 
words, let these, in general, take place at a less early period of 
life than heretofore. The consequence will be that the in- 
crease of population will be retarded ; recourse will not so 
aoon be had to inferior soils ; the total proportional amount of 
production will be greater than it would otherwise have been ; 
and wages will rise. They must, too, continue at this higher 
rate so long as the habits of the people do not again change. 

It is plain that every thing will occur in a contrary order, 
if we suppose those habits to vary in an opposite direction. 
The progress of population will then be accelerated ; land 
win consequently be cultivated under more disadvantageous 
eirciHnstances than would otherwise be the case; the sum of 
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what is prodoced will be lessened proportionately to the 
numbers of the people ; and wages will be permanently de- 
pressed. 

We may, therefore, lay it down as a general propositiont-r 
and it is, perhaps, the most inqxntant proposition in the whole 
science of political economy^— that, in eveiy country, and in 
every period, the rate of wages is determined by the habUsci 
the people, as this term has been applied by me in the present 
chapter. 

It becomes of the utmost moment to inquire into the various 
causes which are capable of affecting those habits, in order 
that we may know how they may be tn^mocied, and a larger 
command of the necessaries and luxuries of life secured to 
the great mass of the community. Now there are obviously 
only two ways of doing this : fratt, by multiplying the wanU^ 
and thereby stimulating the desires of the people generally, for 
every enjoyment of life that is not of an injimous or immoral 
tendency; for, in proportion to the multiplication of the 
sources wh^ice enjoyment may be derivedt will the enjoy- 
ment derived from any one of them be in our estimation of 
comparatively less importance, and comparatively less an 
object of desire. By thus imbuing die peq>le with a tastefor 
enjoyment other than that resulting from the gratification of 
the sexual passion, they will* naturaUy and wduntarUyt be led 
to retard the average period of marriage, and to check, by so 
doing, the too rapid increase of population. The second way 
in which the same result can be produced is by inculcating 
habits oiforerightj — increasing in this manner the disposition 
of individuals to have regard to their power of obtaining the 
comforts of life in the future^ as well as at the present, — a 
disposition leading them to make a still larger provision before 
marrying, or at least to see their way clearer before them in 
the world before doing so than would otherwise be the case. 

I have said that these were the only ways of cheeking tho 
too rapid ineiisase of pqpu l at i op. It would have been mor» 
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proper to have said that these were the only ways in which it 

was expedient, or just, to attempt to apply such a check. All 

comfulsory abstinence from marriage is unquestionably to be 

deprecated. Not to speak of the immoral consequences of 

every measure of the kind, an extreme degree of odiwn will 

unavoidably attach to it, on account of its partial operation on 

the poorer classes of the community. Those who would thus 

be prevented from marrying would be suflerers without any 

counterbalancing advantage on their part, and might reason* 

aUy require the ri<5h to partake with them in the sacrifice to 

be made for the general good of the next gmeration. Such a 

measure wodd, indeed, be equivalent to a violation of the 

ri^ts of propertjf ; for whm a portion of a person's property 

is taken from him, the consequence is that his enjoyment of 

the necessaries and luxuries of life must become proportion* 

ally contracted ; and a diminution td enjoyment will equally 

take place among the poor, when the htxury of marriage is 

reserved in any degree for the richer classes. 

No account is moreover, in my opinion^ to be made of any 
efiact which can be produced on the minds of the labouring 
poor, in inducing them to dehy the period of marriage, by 
indoctrinating them in the correct principles of political econ* 
omy. To attempt this by such means would be wholly useless. 
Unless those desires^ which constitute the motives of action on 
the part of the poor man be in some degree modified^ so as to 
induce him to do willingly, or by preference, what it is vrished 
that he JiouJd dof no mere theoretical conviction of the hap- 
piness of the community bdng promoted, by the retardation 
of the average period of marriage, will render him willing to 
sacrifice for the general good what he deems to be promotive 
of his own hairiness. And to deliver, as some political 
economists have seriously and [Manthn^cally proposed, 
popular lectures from time to time on the importance to the 
general weliSEune, of every individual looking well before he 
marries to the length of his purse and the prospect he may 
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have of obtaining a livelihood for himself and family, may 
be characterised as not merely useless^ .but absolutely ridieu* 
lous. 

Nothing of this kind, the reader will bear in mind, has 
been recommended in the present treatise. I say to no man 
^do not marry." My dependence for accomplishing the 
proposed object, viz. the retarding of the too rapid increase 
of population, rests on the simple operation on the minds of 
men of the moral causes which have been mentioned in the 
present chapter. Let individuals, and let governments, do 
every thing in their power to enlarge the desires of the great 
body of the people, and to p|omote among them the growth 
of habits of foresight And if the object in view shall be, not 
compulsorily, but voluntarily, accomplished by these means, 
no class of persons will have reason to complain* 

It may here be proper to notice an objection which has been 
urged, and been urged with an air of much triumph, against 
the consistency of the reconmiendations which have just been 
made. While the poor man is told that he ought to cultivate 
as ea:teimvea taste, so to speak, for enjoymetU as possible, and 
ought not to be satisfied with consuming only a comparativriy 
inconsiderable amount of the luxuries of life, — he is at the 
same time told, that he ought not to consume what he has in 
his power to consume, but to save a portion of it, and that the 
more he saves the better; and this is asserted to be a amtniF. 
diction in terms. This objection is, hovirever, founded on a 
very siq)erficial view of the subject. It is surely quite possi- 
ble for an individual to have an enlarged desire for luzuries» 
and at the same time to be more soUcitous than he was wont 
to be to have it in his power to consume them at a futmrB 
period. Habits of foresight do not imply on his part a dispo- 
sition to be content with a diminished consumption, but 
simply that he has been led to prefer a difierent distribution of 
Ms consumption than heretofore ; — ^that he has become more 
anxious to secure to himsdf and famUy ^Lconjfmwance of tbeff 
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present rate of enjoyment. So far, I may add, from there 
being any ground for the alleged inconsistency, it will gene- 
rally be found that when the desire for present enjoyment is 
extended, that for future, when compared with present 
enjoyment, will be also extended. 



CHAPTER VII. 
maim or sirLABoivo thb nisiRas or uir, avd or ivci7L0ATiff« 

0FOJr THEM HABITS or rOEBSIGHT — inTLVKKCMOT KOBAL CAUSES 

iir DBTSaxiiriirG the oomcAirD or the oommuititt over the 

nBOESSABISS AVD LUXUEIE8 Or LITE. 

Now what are the means of enlarging the desires of men 7 
And what is the most effectual mode of inculcating habits of 
jfbresight on the great mass of the community 1 

We may, in the first place, look to education, using this 
term in its most extensive meaning, for a satisfactory answer 
to these questions. This is sufficiently evident not to require 
me to enter into any details of illustration. Just in proportion 
as men are made acquainted with the properties of things, and 
their understandings become expanded, will they be apt to be 
dissatisfied with a contracted range of enjoyment And habits 
of foresight will be the necessary result of the general diffii* 
aion of education, intellectual, moral, and religious. The 
intellectual man lives not only in the present, but likewise in 
the past and in the future,-*and in the past, in so far as it is 
conceived to be an index of the fixture. He whose actions 
are continually guided by the consideration of duty, cannot 
but be much occupied in tracing their remoter effects. Who, 
Shewiee, will more probably be possessed of an habitual foi^ 
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sight in the affairs of life, than the individual whose attcntioii 
is much and systematically diverted from the contemidatioa 
of the fleeting present to that of the eternal future? 

But, secondly, individuals and governments should do every 
thing in their power to promote the progress of improvement 
in the arts, and, what has been stated to be tajstamount to such 
improvement, to effect as entire a removal as is practicable 
.of the various restrictions upon man's liberty of applying his 
labour and cafHtal as he may deem to be most conducive to 
his own interests, — ^restrictions which, notwithstanding the 
lights of political economy, axe still in a greater or less degree 
existent in every country. A greater productiveness of labour 
will then ensue, and will operaie advantageously, by its ten- 
dency to enlarge the desires of the communis for enjoyment. 
This result will be broi^ht about in the fdlowing manner. 
The first effect, as has already been very fully ezidainedr^ 
will be a corresponding increase in the amount of wealth pro- 
duced. Wages will then rise ; and a stimukis will, in omse- 
quence, be applied to pcqiulaiion. As this becomes more 
numerous, and more numerous too than it would otherwise 
have been, the necessity will sooner occur of having recourse 
to inferior soils and to less advantageous chrcumstanees in 
respect to cultivatimi; and wages would henee gradually fall 
to their former level, were tke hMts qftie cmmmtniiy m rel»- 
turn to marriage to contimue unckangod^ But these habits 
would not continue unchanged. The great body of the pea* 
pie, having for a time become accustomed to. the eqoymeol 
of a greater amount than before of the conveniences and 
luxuries of life, will not readily rdapse into their former con* 
dition. They will, rather than subject themselves to the risk 
of dbing so, consent to the postponement of marriage for a short 
time^ and timr conditioQ generally will, accovdingty, be some* 
what elevated. Every improvement in the arts has, therefore^ a 
tendency to produce two distinct eflbcts ; first, to increase the 
numbers of a people, and secondly, to enlarge their command^ 
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on the average, over the various eDJojrmeiits vrhich are the 
products of human labour. I may likewise observe, that ^ese 
two effects do not keep pace with each other; but while the 
one takes place in a greater degree, the other must necessarily 
do so in a less degree. 

It can scarcely be necessary to remark that, where improve- 
ments are continually making, the effect, unless counterbalanced 
by the action of other and opposing causes, will be a gradually 
augmenting rate of wages. Another remark, the correctness 
of whieh is not quite so obvious, but which will be perceived 
by the reader on a little reflexion to be true, is that, when 
population is actually increasing with great rapidity, or, in 
other words, when it is, comparatively speaking, unchecked, 
it will be much easier; by retarding the average period of 
marriage, to prevent its too rapid increase, than when that 
period is abready late, and when, of course, the population is 
only slowly increasing. 

To the two modes which have been mentioned of improving 
thcconditionof apeople may be added, in thethird place, all the 
institutions and contrivances of various kinds, such, for exam- 
ple, as savings' banks and benefit societies, that are calculated to 
promote habits of foresight, and that are not, commonly and 
strictly speaking, comprehended among the means of educa- 
tion; as also the abolition of all such institutions, and the 
repeal of all such laws, as tend to encourage habits of impro- 
vidence without any compensating advantage,— «t least to as 
great an extent, and as speedily, as is consistent with humanity, 
and with a fidelity to the subsisting vested claims of the poor. 

And I may mention, in the fourth place, the expediency, 
with a view to the improvement of the general condition of a 
people^ of extending to the poorer and less educated portion of 
them a direct influence on the operatiqns of the government^ 
as soon as they are sufficiently enlightened for such influence 
to be entrusted to them^ with safety to their own and their cottn- 
irsfs permanent interests. Where a representative govern^ 

16 
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ment has been instituted, the extension of the right of sdffirage 
will contribute much to elevate the general character of the 
citizens, hj directing their thoughts to matters of a higher and 
more enduring importance than the petty concerns of their 
immediate neighbourhoods or of their every day life. Con- 
scious of his weight in the commuoity of which he is a mem- 
ber, each voter will necessarily possess a certain self^rospect, 
which will render him less disposed to aim at sensual gratifi- 
cation as the principal object for which he was brought into 
existence, and less disposed to take any step that is likely to 
depress his condition in society. The very exercise, too, of 
the right of suffrage by any one will, from what has just been 
stated, obviously tend to qualify him more and more for the 
proper exercise of it 

Here if the question be asked, — by what criterion shall we 
determine the safety of any proposed extension of the right of 
suffirage? I reply that the question, although having an inti- 
mate relation to the science of political economy, does not lie 
properly within its |domain, and is ther^re one to which I 
may, vrith propriety, decline giving an answer. It will be 
sufficient for me, at present, to make the now common-place 
remark, that the right of which I am speaking can be advan- 
tageously extended exacdy in proporti<m as a community is a 
religious, moral, and intelligent community ; and to remark 
also that a people who are so extravagant in their expectations 
of the benefits to be derived from mere political change, as to 
expect from it any sudden and extraordinary elevation in the 
condition of the labouring and poorer classes of society, or 
vdio conceive that the only reason why many are poor is that 
a few are rich, are but iU prepared for perfi>rming the func- 
tions of self-government A people of this description will be 
very apt on coming to the possession of power in a state, espe- 
cially on coming into possession of it suddenly, to advanco 
from change to change, and finom revolution to revolution, until 
no government exoepfing one of the strongest and most des* 
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potic kind wiU be able to maintain itself amidst the universal 
disregard of every thing established, or be able ta protect the 
community from being overwhelmed by the horrors of anarchy. 
The student of poUtical economy who has advanced thus 
far in the present treatise cannot faiL it seems to me, to per- 
ceive the enlarged views which thb science opens upon the 
condition and prospects of mankind. By the importance 
^diich it attaches to the influence of moral causes on the 
physical condition, so to speak, of society, it must at once 
assume a high rank in his estimation among the sciences ; and 
he will not hesitate to hail the general difiiision of its doctrines, 
as not the least important means of contributing to the ad- 
vancement of the best interests of his fellow-men. It must 
likewise be now apparent, — to repeat the language already 
Qsed in the outset of this work, — *' that no branch of human 
knowledge exhibits to us more beautiful illustrations of the 
consistency of all truth.** What, indeed, can be more striking 
in this point of view, as well as more gratifying to the philan- 
thr<^ist and the christian, than the /act, so unequivocally 
demmutraied by the political economist, that ** there is no 
more efficient mode," to repeat again my own language, ** of 
promoting the physical well-being of a people, than to diffiue 
anooog them, as extensively as possible, the blessings of reli- 
gion, of morals, and of education !" And I think that I shall 
hardly be contradicted by any of my readers who have care- 
fully read and understood the contents of the preceding pages, 
when I assert that the general diffiision of religion, of morals, 
and of education, would be decidedly the moat efficient mode of 
ensuring to the community at large, as extensive a command, 
as is at all practicable, over the various necessaries and 
luxuries of life, — a proposition, of course, still more remark- 
abb than the one just before mentioned. 
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CHAPTER Vm. 

Air IITGRBASB Or POPULATIOIT VOT A ORITSRIOIT OF VATIOITAL PR06- 
PBRITT — BMIORATIOir FROK, AlTD IMklGRATIOIf IHTO, A COUITT&T 
— IMPOETAirCB OF CAPITAL AUOXEffTHfG AT AIT UlTIFOEM OR 
AOCKLBRATSD RATB. 

It must be evident, from what precedes, that to assume the 
fact of an increase of the population of a country to be a 
certain criterion of its prosperity, as some are disposed to 
do, would be to commit an egregious errour. Where the 
capital of the country has not been increased in a correspond- 
ing ratio, or more than a corresponding ratio, the wages of 
labour must necessarily have fallen, and the condition of the 
mass of the community have become comparatively degraded. 

However desirable, in the ruder states of society, may be 
tfie acquisition of numbers, with a view to the common defence, 
even at such an expense as has just been mentioned, this is 
very far from being the case in a more advanced period of 
civilisation, and especially among the more civilised nations of 
our own age. Power depends now in a much greater degree 
on intelligence and wealth than on mere animal energy ; and 
that people, who permit themselves to approximate in their 
condition to the limits of a mere subsistence, are prepared 
most effectually for subjugation to the will of either a domestic 
or foreign master. 

Emigration is by many relied upon as an infallible means 
of curing the evils of a redundancy of population. But it is 
quite obvious, from the theory which has been expounded, that 
no benefit will accrue to a country from the emigrating of a 
portion of its inhabitants, if the expenses they incur in doing 
so, together vrith the property they may take with them, shall 
exceed the amount of capital which would suffice to employ 
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and support them at home ^-exceptiIlg onlj the benefit to be 
derived firom the remaining capital of the country being 
applied under somewhat more advantageous circumstances, 
because applied to the land under less disadvantageous cir- 
cumstances than it would otherwise have been. This benefit, 
too, would be experienced in only a slight degree, — with any 
probable amount of emigration^— on account of the difficulty 
of transferring capital from agriculture to other employments. 
And we may easily conceive the expenses of emigration, 
together with the capital removed by the emigrants, to be 
more than enough to counterbalance any supposable benefits 
to be conferred on their fellow-countrymen. 

K we, however, assume the contrary of this to take place, 
the benefit conferred will manifest itself in a general rise of 
wages. The very same e&cts precisely will then ensue as in 
the case of a rise of wages consequent upon an augmentation 
of capital ; and which effects, having been ahseady sufficiently 
explained, I shall not repeat 

It is not denied that instances may sometimes occur of evils 
resulting to a country from emigration, wholly independent of 
any immediate and corresponding diminution of its wealth. 
It may sufier a loss, and a very considerable loss, from the 
general emigration of its more intelligent, skilful, or industri- 
ous citizens, whose places can only be very slowly supplied. 
Of this nature, for example, were the consequences to France 
of the revocation, by Louis XIY., of the edict of Nantes. But 
measures of this character have fortunately but seldom been 
enacted, even by the most despotic and tyrannical govern- 
ments ; and, in an age of advancing intelligence, the possibility 
of their occurrence is scarcely to be admitted as in any 
manner modifying our conclusions on tlie subject of emigra- 
tion. 

With respect to immigration into a country, on the stqpposi- 
tion of tlie immigrants being possessed of superior intelligence, 
skill in any of the arts, or superior qualifications of any 
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descriptioa whatever, they will be a gain to their adopted 
country. If this supposition do not hold good, the advantages 
to be derived from them, (I am referring, as I have been all 
along doing in the present chapter, to the advantages exclusive 
of the increase of population, which increase, other circura« 
stances being the same, is unquestionably a national benefit) 
will depend, generally speaking, on the amount of capital 
which they may bring with them* If such capital be insuffi- 
cient for the employment of labour, to an equal extent with 
the labour which they have added to that already employed 
m the country, it is plain that the effisct of the immigration in 
question will be to induce a lower rate of wages ; and this, 
however temporary its continuance may be on account of the 
diminished action of the principle of peculation, ia of course 
to be regarded as a national evil 

An exception to the conclusions just deduced is {uresented 
in the case of foreign labourers with little or no property, who, 
on arriving in such a country as the United States, do not 
enter into competition with the natives in the more thickly 
settled parts of it, but, proceedingto the borders of the cul- 
tivated territory, unile their effi>rts there with those of others 
who are engaged in extending the dominion of civilised man 
over the wilderness. In such circumstances it is quite pos- 
sible, as is well known, that their labour may add to, instead 
of subtracting from, the power of their neighbours to obtain 
the necessaries and luxuries of life, or, what is the same thing, 
may augment, rather than diminish, the rate of wages. 

Another exception to the conclusions which have been 
deduced in relation to the advantages or disadvantages result- 
ing to a country from immigration into it from fore%n 
countries, arises where the immigrants consist in a gieater 
proportion than common of able-bodied moEL Even thou^ 
they shouki be entirely destitute of properQr on their arrival, 
it is manifest that they may, quite possibly, more than con^ 
pensate, by the greater proportional production which will 
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ensue,* for the support which they must in the first instance 
derive from the capital of the country at the expense of the 
labourers already employed in it 

It may be mentioned, that the los$ to any country, thus 
resulting from the emigraiicm of a disproportinate number of 
able-bodied men, is in every respect similar to the gain to be 
derived by the country to which they emigrate. 

And to avoid being misapprehended by any of my readers, 
a is proper for me to state distinctly, that I am far from 
denying that a greater amount of human happiness may, in 
almost every instance, have been produced by the emigration 
of a number of the inhabitants of one country to another. 
Biven when the emigrants are wholly without property, the 
advantages which they will enjoy may more ^an counter- 
balance the inconveniences occasioned by them to the popu- 
lation generally of their adopted country. Nor do I mean to 
caU in question the expediency, under certain regulations, of 
opening the door to emigrants from abroad, by extending to 
them the rights of citizenship, or conferring upon them privi- 
leges of a more contracted nature before they become 
citizens. Indeed, to discuss this topic at aU would be to travel 
wholly beyond the limits of a treatise on political economy. 

The benefits derived by a nation from a rapid augmenta- 
tion of its capital have been fully explained. I will now 
mention further that it is in a high degree desirable, however 
rapidly capital may be augmenting, that the rate of its 
augmentation should not be a diminishing one. Suppose the 
capital of a district of country to have had ten per cent 
added to its amount in a certain time. Now if we likewise 
suppose the habits of the people in respect to marriage to 
remain the same, wages will have remained unaltered, and 
die population will have augmented by one-tenth. But if, in 
the next equal period of time, the capital of the district in 
question shall not have become giteter in the same propor- 
tion,^ — if it diall have augmented by one-ninth only, instead of 
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one-tenth, — ^it is plain that population cannot augment as fiuit 
as it did before, unless we suppose a deterioration of the con* 
dition and habits of the peoi^e ; and it must also be plain, 
that the tnoral appliances requisite to prevent such deteriorap 
tion, will have to become continually more and more efficient, 
according as the rate of the augmentation of capital is dimin- 
ished. Now as the habits of a community in respect to 
marriage are only slowly, and with difficulty, alterable, it 
follows, that this rate should be rendered, if possible, an 
increasing, or at least an uniform one. The evils, indeed, 
which are consequent upon a diminishing rate of the augmen- 
tation of capital may be such as to be uncompensated for by 
the beneficial effects of a comparatively large augmttitation of 
it in a given period of time ; and it would be far better to 
sacrifice something of this, if, by so doing, that rate could be 
rendered an uniform, or more than an uniform rate* 



CHAPTER IX. 
smcTS or cheap or dsar food oir ths vumbkrs avd ooitdi- 

TIOK or ▲ PBOPLB — ^AJTD ErFBCTS, OIT THBIR VUMBBRS, Or AH 
EXTBAOaniKAaT IfORTALITT, Or IMPROVEMBirTS IM KBDIOIKS, 
Affn or THE JfOHASTIO mSTITUTIONS. 

It has been before stated that a greater degree of industry, 
on the part of the labourers of a country generally, is equiva- 
lent in its effects to those resulting from a greater productive- 
ness of labour. That in some of the most civilised nations no 
improvement of the kind of any moment is to be expected, or 
even desired, will be apparent, if we bear in mind the number 
of hours in the day during .which their cperadves are already 
kept employed. There are other nations, however, in which 
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the state of things in this respect is very diflferent. Where the 
necessary "wants of men are comparatively few, and where 
education has not exerted its power of creating in them new 
desires, they will not readily forego the pleasures of indolence* 
For illustrations of this position, we may look at the habits in 
relation to industry of the micultivated tribes of the more tem- 
perate climates of the earth, and especially of those tribes 
which dwell in the regions of perpetual summer. These 
scarcely need either shelter or clothing, and are satisfied with 
a scanty portion only of food: their enjoyments, other than what 
may be obtained gratuitously from the hand of nature, are 
exceedingly limited; and they, accordingly, are seldom 
excited to any extraordinary exertions of industry. 

In every country too, where the necessaries of life are 
cheap, and the luxuries of life dear, the motive to industry, 
(all other circumstances, of course, being supposed to be the 
same) will be very considerably less with the mass of the 
population, than where luxuries are cheap and necessaries 
dear; and the former state of things will be found to be 
decidedly the preferable one of the two. As an illustration 
of this position, let us assume that, in a certain country, the 
labourer can, by working nine hours in the day, obtain what 
constitute to him the necessaries of life, and that he can 
procure a certain amount of luxuries by working one hour in 
the day more ; and let us also assume that, in some other 
country, the case is exactly reversed, — ^that the same amount 
of necessaries are to -be had by means of one hour's work, 
and the same luxuries by ipeans of nine hours* work. The 
reader cannot fail to perceive, without any argument on my 
part, how much greater probability there is of the indolence, 
— ^I may say the natural indolence,— of the labourer, getting 
the better of his desire for the enjoyment of luxuries, in the 
latter case than in the former. 

The introduction of the potato into Ireland, as the principal 
article of food, has no doubt had a tendency f as every other 
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impravement in the arts of* life "would have had, to augment 
the population of that country, and to raise the wages of 
labour* That the former of these two e^cts has actually 
occurred there, is known to every one : but that the wages 
of labour continue to be extremely low is equally well known. 
What, then, have been the causes which have prevented their 
rise? It would be irrelevant to undertake to answer this 
question fully ; and I shall merely remark, that one of those 
causes has, very probably, been the cheap food of the people, 
•—cheap when compared with the prices of what are esteemed 
by them to be luxuries, — rendering them less disposed than 
they would otherwise be to obtain them. On account of 
this contraction of their desires for luxuries, while the industry 
of the people may not have been impaired to the same extent 
as it would have been in a warmer and more rdaxing cli- 
mate, the effect, in accordance with the theory of population 
which has been expounded in the present book, has been an 
extraordinary multiplication of the numbers of the people ; 
and that amount of labour, which, had such multiplication not 
taken place, would have sufficed to procure for the workman 
a certain portion of the luxuries as well as necessaries of life, 
is now scarcely adequate to supply him with what is abso- 
lutely necessary to enable him to exist 

Among the apparent anomalies which admit of an easy 
explication, when the theory of population is once under- 
stood, is the greater prosperity often exhibited by a compara- 
tiwly barren country than by one blessed with very superior 
advantages of situation and soil This ceases to be a mystery 
which is only to be wondered at, as soon as we are prepared 
to acknowledge the immense influence of moral causes in 
determining the command of the mass of a community over 
the various enjoyments, material as well as immaterial, of 
life. 

It is now also easy to understand the more remote eflfects, 
on the numbers of a people, of an extraordinary mortality, or 
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of an increaged rate of mortality. The first effect wiU, plainly, 
be to augment the wages of labour; the whole amount of 
wages will be distributed among a less number of persons. 
But even when these tpecific wages are consumed, it will still 
be true that the rate of wages will be higher than they were 
prior to the supposed mortality ; for. the labour of the com* 
munity will now be more productive than heretofore, it being 
applied under less disadvantageous circumstances. This 
state of things, however, will not continue. The principle of 
population will act vrith an increased energy, and wages will 
in consequence fall ; but they will not fall to their former level 
precisely, on account, of the enlarged desires of the people for 
enjoyments, arising from their consumption for a time of the 
various products of labour in greater quantity than before. 
In short, every thing will take place in the same manner as I 
have described in the perfectly analogous case, of a rise of 
wages resulting from any extraordinary augmentation m the 
capital of a country. 

The instance of East Prussia, in the beginning of the last 
century, has already been adduced, as illustrative of the 
energy with which the principle of population will act, when 
disease, by thinning the ranks of a people, has raised the 
wages of labour. I may here observe that the same instance, 
as also many others of a similar kind occurring in other parts 
of the world, have been frequently referred to/ as affording 
evidence to establish the propositions^ — that disease, war, and 
every other supposable positive check to population, are in 
reality no checks at all, unless they act so extensively as to 
render it impossible for the whole power of population, when 
brought into activi^, to restore the numbers of a people, — 
and that most of the countries of Europe are now quite as 
populous as they would have been if, instead of being fre- 
quently engaged in bloody wars vrith each other, they had 
maintained among themselves for centuries the most peaceable 
xelatioos. In proof also of these positions, the very great 
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increase of the population both of Great Britain and of 
France^ during the wars of the French Revolution, has been 
cited. But surely this is pushing the consequences of the 
theory of population too far, or rather mistaking the proper 
consequences of that theory. Even though we should sup- 
pose no interval of time to occur between the death of an 
individual and the supplying of his place by the birth of 
another individual, — ^it must be manifest that the quantity of 
wealth produced will not be as great as before. Many years 
most elapse before the infant just bom will be able to perform 
the work of the deceased labourer. But again, more persons 
must be bom than have died, in order that they shall be 
equally numerous with the latter when they shall have arrived 
at the same age. Hence, while a diminished production is 
taking place, there will be also an increased consumption ; 
and wealth, and therefore population, will not augment as 
rapidly as they would otherwise do. This, however, is Hot 
all. In every war, at least every war which might have been 
avoided, there is a great unproductive consumption, that is a 
diminution of capital, or a diminution, under the most favour- 
able circumstances, of the rate at which capital is increase 
ing; and this implies, as has been shewn, a diminished 
population. 

Improvements in medicine, which protract the lives of the 
existing generation of men, produce effects, it is evident, 
exactly the reverse of those resulting from wars or any of the 
other causes of an extraordinary mortality. The number ci 
marriages and births will be lessened, but not to the same 
extent as the number of lives preserved. 

The theory of population points out the tme mode in which 
the numbers of mankind were affected by the monastic insti- 
tutions of Europe, and of the other quarters of the world. 
After what has been stated, the reader cannot fail to perceive 
that the ceKbacy of the monks had no effect whatever on those 
numbers. By omitting to marry, they only made room for a 
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greater number of marriages among the community at Iarge« 
But in so far as they contributed, by their mode of life, to a 
diminished production of wealth, the effect in question will, 
without doubt, have also been produced ; since, other circum- 
stances being the same, population and wealth always aug- 
ment together. In this respect, however, the case of the 
monks is not a peculiar one. Whether any individual of the 
community contributes, or does not contribute, to the progress 
of national wealth, depends of course on the amount of wealth 
produced by him, when compared with what he consumes 
unproductively. Were the monks, then, productive labourers ? 
To what extent was their labour productive 1 And what was 
the comparative amount of their consumption? According 
to the answers which may be given to these questions, will 
they be pronounced to have retarded, or accelerated, the pro- 
gress of population. It is obvious, too, that those answers will 
differ according to the estimate which we may form of the 
utility, or inutility, of the services rendered by them to their 
fellow-men. 

Many more illustrations of the action of the principle of 
population might here be given. Those abneady adduced will, 
however, suffice for the present ; and others will- occur as we 
proceed, when we shall have first discussed some one or two 
tc^ics not yet treated of, or only touched upon, to which they 
have relation. 



130 THB PUNCIPKKI Of 



BOOK TfflRD. 



THE THEORIES OF MONET. AND OF BANKmO. 



CHAPTER L 

I 

Oir THB OOMPABATIVB VALUB Or QOhD AVD SILVUt MOVBry III IMP* 
FBRBHT 00U1IT1UB8, AKD AT DITFBRBirT TIMBS III THB SAXB 
00UVTB7. 

I SHALL now resume the consideration of the. subject of 
money, — a. subject, not only of great practical importance, 
but one likewise concerning which there are as many errone- 
ous notions prevalent, among even the more thinking portion 
of the community, as perhaps concerning any other in the 
whole range of political economy. This science, too, presents 
for discussion scarcely any subject, of much moment, which 
does not require, in order to be thoroughly understood, that 
correct opinions in relation to money should be first enter- 
tained. 

And in what is to follow, I shall pursue the method adopted 
in the preceding part of this work, of supposing among a mul- 
titude of changes, aU equally liable to take place, only a single 
one in fact to occur, — and of tracing the various other changes 
which must then necessarily ensue. By thus examining the 
eflbcts produced by the separate action of the difibrent causes 
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of change, we shall be enabled afterwanls to estimate cor* 
rectly the efiecta that any number of them, acting conjoiatlyi 
are calculated to produce. 

Let the following suppositions be made ; — ^that the circulat- 
ing medium, throughout the world, consists wholly of the 
precious metals, gold and silver; that the supply of this 
medium, as well as of all other conunodities, in relation to the 
demand existing for them, is such as to render the price of 
every thing the same in every country; and also, that all 
things, including money, can be transported from pl&ce to 
place without any expense whatever. On these suppositions 
wluch, as I proceed, will be varied, and rendered more con- 
formable to the real state of the facts, let us inquire what the 
consequences will be if the supply of money become at any 
time greater, in some one place or country, than it has hitherto 
been. 

The first efl^t will, plainly, be a local rise of prices. A 
motive wiUthusbe oflfered for importing commodities, other than 
money, firom other parts of the world, and paying for them 
in moneyr--and for sending money abroad, rather than those 
other commodities which were before exported in exchange 
for the usual imports. This interchange will, of course, con- 
tinue until, by increasing at home the supply of commodities 
other than money, and diminishing that of gold and silver, and 
by diminishing the supply abroad of commodities in general, 
and increasing that of gold and silver, the prices of things 
shall again become every where the same. As, however, the 
supply of money in the market of the world will, obviously, 
have become greater than it was before, prices will every 
where have become somewhat higher ; or, which is the same 
thing, the value of the precious metals will have fallen. 

Here the question presents itself: — ^will this state of things 
be a lasting one T It will not ; for the capital applied to the 
producing of gold and silver will no longer yield the usual 
profits. Less capital will, in consequence, be applied to the 
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working of the miDOs ; the supply of those metals will not be 
sufficiently great to compensate for the consumption to which 
the portion of them in use as money, or for other purposes, is 
subjected ; and their value must again rise, and prices fall 
When these shall have fallen to their former level, it is 
manifest that the motive for employing a less amount of 
capital in mining will cease to exist, and every thing will 
return to the state in which it was before the supposed 
augmentation of the supply of money« 

In shewing, as I have done, the effect resulting from an 
increase of the money which circulates to -be, first a local, 
and next a general rise of prices, and, last of all, a complete 
return to the state of things in respect to money and prices 
originally existing, I have said nothing concerning the length 
of the period during which the whole series of changes is per- 
formed. At present, what I wish my readers particularly to 
note is the result that is ultimately produced. 

Efiects opposite to those just mentioned must necessarily 
ensue, when the supply of money in any country is supposed 
to have diminished, instead of having increased. What those 
opposite efiects will be, the reader can easOy trace for him- 
self. 

Whatever deviations, then, may occur, either in excess or 
deficiency, from the ordinary rate of supply of the precious 
metals, the consequent rise or fall of prices can only be tempo- 
rary ; and the average value of money will now, it is plain, be 
determined, like that of every other commodity, by the cost 
of production. 

Hence, I may remark, the comparative values of gold and 
silver will be determined by the cost of producing them 
respectively. While, too, it is only because the cost of pro- 
duction, in reference to both these metals, has been diminished 
since the discovery of America, that their value is now much 
less than it was before that event ; so it is only because the 
cost of producing gold is about sixteen times as much as that 
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of producing silver^ that the former is sixteen times as valu- 
able as the latter. 

As money is, indeed, only that commodity which is most 
frequently exchanged for every other, the determination of its 
value by the cost of producing it needed not to have been 
specially deduced. I might have safely taken for granted that 
none of my readers would hesitate to apply to it the estab- 
lished principles concerning the exchangeable values of 
commodities in general The reason why I have not done 
this has been, simply, that I might the more strongly inculcate 
a point of so much importance, as the proposition in question 
will be perceived in the sequel truly to be. 

The conclusions which I have arrived at in the present 
chapter have been founded on a number of suppositions ; one 
of which is that money is synonymous with gold and silver. 
Let us inquire whether those conclusions will have to be in 
any manner modified, if the supposition just stated be not 
admitted ; and that it cannot be admitted, consistently with 
the actual condition of things, is a matter of notoriety. 

In the first place, let m(Hiey consist, not of gold and silver 
merely, but of gold and silver coin, that is of pieces of 
those metals having certain marks stamped upon them, 
to certify that they are of given weight and fineness. By 
whom, or by whose authority, the money is coined, would be of 
no more importance, for our present purpose, than is its form, 
or the particular manner in which it is divided and subdivided, 
did not governments (who have every where undertaken to 
be the exclusive coiners of money) sometimes consent to coin 
gold and silver gratuitously,— -exchanging for bullion an equal 
quantity of specie ;-^^ measure which I need not say would 
never be adopted by any individual, or association of indivi- 
duals less numerous than the nation of which they are mem- 
bers. When the business of coining money is thus performed 
by government gratuitously, or, speaking more correctly, at 
the national expense* it is evident that, in the case of an 

18 
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increased supply of money occurring» there is no reason vrhy 
specie, rather than bullion, should be sent out of the country 
to pay for the extraordinary amount of importation, which I 
have shewn would necessarily take place, excepting that the 
former has impressed upon it a certificate of its weight aid 
fineness, on which a great reliance can be put This circum- 
stance, however, will cause it to be sent abroad, while the 
bullion is retained at home ; and the series of consequences 
ensuing will be just such as were deduced on the supposition 
of there being no difference whatever between specie and 
bullion. 

But if the bullion in the country be not exported, its price, 
equally with that of every other commodity, money exceplfsd, 
will be enhanced ; which is the same thing as to say, that a 
given quantity of gold or silver is worth more when uncoined 
than when it is coined The coin will therefore not only be 
exported from the country, but a portion of it will be melted 
down and converted into bullion. It is manifest that these 
two processes will be going on, and will cease, simultane- 
ously; so that to siq)pose the money of the world to be 
iLugmented in any degree, will imply that its whole stock pf 
gold and silveris augmented in the very same degree. Hence 
also, the same conclusions may be drawn, as when the circu* 
lating medium was sujqposed to consist of the precious metals, 
without reference to their being coined. 
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CHAPTER II. 



THE SAMS SUBJECT COH TIlfUED. 



Ir a government, instead of exchanging coined money for 
an equal quantity of gold and silver in the form of bullion, 
should make a charge for coining, — a charge which is deno- 
minated technically by the term seignorage, — the only 
diSsrence in the series of changes which I have traced above 
will be, that the process of melting down the coin and con- 
▼ertiiig it into bullion, preparatory to its being used in the 
art9f will not commence until the supposed depreciation of 
money shall have proceeded so far as to reduce its value to 
that of an equal quantity of bullion. But whether any portion 
of the coin be converted into bullion, or not, no extraordinary 
increase in the supply of it can take place without being 
followed by a partial exportation of it to foreign countries ; 
or, in other words, by the diffusing of the extraordinary supply 
throughout the market of the world ; and consequently, by the 
diminished production of gold and silver, until the former 
state of things, in respect to the value of money, be entirely 
restored. 

When money was regarded as consisting of uncoined gold 
and silver, and after the consequences had been deduced of a 
supposed augmented supply of it, I made the obvious remark 
that precisely the contrary consequences would flow firom a 
diminished sxxpfly of it It must be now equally obvious that 
exactly a similar remark may be made in reference to such a 
supposition, whatever may be the relation which money or 
specie bears to the precious metals when these have not been 
coined. And, as before, I will not enumerate those conse- 
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quences, because they cannot fail to be suggested to the 
of the reader without my doing so. 

Coined money will, on the average, have an advantage in 
exchange over bullion, exactly in proportion to the confidence 
which is generally reposed in the accuracy of what the stamp 
upon it is intended to certify, to wit, that it has a certain 
weight, and is alloyed in a certain fixed proportion with 
baser metal This certificate, by enabling the coin to pass 
current without being assayed and weighed, dispenses with a 
certain amount of inconvenience and labour, on the part of 
him who receives it in pa}niient for other commodities. It 
will, therefore, be preferred in the market to bullion, other 
circumstances being the same, that is, it will have a greater 
exchangeable value ; and were the business of coining left firee 
to every one who chose to engage in it, and were it then 
practicable (which would, evidently, not be the case) so to 
regulate it as to secure the entire confidence of the commu« 
nity in its being always faithfully performed, the excess of the 
exchangeable value of money over that of bullion would be 
determined by the cost or expense of coinage. 

And it would not be in the power of government, by charg- 
ing a higher seignorage than is sufiicient to compensate the 
inconvenience and trouble above mentioned, to add any thing 
to the value of the coin. In order the better to perceive this 
impossibility, let us look at a particular case. Suppose ten 
dollars to be the value of an eagle ; comprising in that value, 
not only the value of the gold contained in the 6agle, but also 
the compensation in question. Now let the govenmient not 
rest satisfied with receiving only ten dollars for the eagle, 
when it is issued from its mint, but endeavour to obtain an 
additional value for it, by means of an augmented seignorage. 
Let it, for instance, declare the eagle to be worth eleven, 
bstead of ten dollars. What will be the consequence ? Will 
the piece of money, whose nominal value has thus beeq aibi- 
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traiily raised a dollar, have its real value in exchange raised 
to the same extent ? Certainly not No one will be willing to 
give any more for it than is sufficient to procure in the market 
an equal quantity of gold bullion^ together with the cost or 
expense of assaying and weighing. 

Hence it is plain that the possessors of the precious metals 
will not have a sufficient inducement to bring them to the mint 
of government to be coined ; and the coining of money would 
be altogether out of the question, excepting where the govern- 
ment is itself a producer of gold or silver, — or where it exacts 
a certain portion of the produce of the mines from those whom 
it permits to work them, — or where it obtains them in pay- 
ment of taxes. 

b as much, likewise, as a higher seignorage than is suffi* 
cient to repay the expense of coinage will have no effect on 
the real prices of things, or, in other words, on the quantity of 
gold or silver for which they will exchange, we may con- 
clude that such a measure will have no tendency eiUier to 
accelerate, or retard, that exportation or importation of money 
in pajrment for commodities, imported or exported, as the case 
may be, by means of which the equable diffiision of the circu- 
lating medium of the world is effected. 

The supply of money has been supposed, under certain cir* 
cuihstances, to vary. Let us now suppose the demand for 
money to become in some one country either greater or less, 
while the supply of it continues unaltered ; and, first, let the 
demand for it be diminished. This supposition, the reader 
¥nll percdve, is equivalent to that of an augmented supply ; 
for it ifflfdies a greater willingness than before, on the part of 
the holders of money, to dispose of it in exchange for other 
commodities. It is true that the actual quantity of money 
will not have been increased by the occurrence of a less 
demand for it than before ; but its efficiency, as a medium of 
exchange, wiU have increased exactly in proportion as its 
is quickened. When, for example, the rapidity of 
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Circulation is doubled, an hundred dollars mil perform the 
same number of exchanges which two hundred did before, 
and the very same consequences must follow as if the circu- 
lating medium had been doubled in quantity; and so too, in 
whatever other ratio that rapidity may be supposed to have 
become augmented. Should the demand for money be greater, 
instead of less than it was, it will, of course, circulate more 
slowly, and the series of consequences ensuing will, manifestly, 
be the same as results from a diminution in the 8iq>ply of 
money. 

If we suppose the supply or demand in respect to any 
commodity, different from money, to vary, every one knows 
that its price will suflfer alteration. There may be either a 
rise or fall of price. When a rise takes place, an importation 
from abroad of the commodity will follow, which will be paid 
for in money (all other circumstances, including the price of 
every thing else, remaining unchanged) ; and the importation 
of it,' and payment for it, wUl go on together, until by dimin* 
ishing the supply of it, and increasing that of money at 
home, and by increasing the supply of it, and diminishiiig 
that of money abroad, its price will be again every where the 
same. The like equalisation of prices throughout the world, it 
can be shewn, will take place, in case they should have/offen 
below their usual rate. 

Whether, then, the relations of supply and demand, which 
ordinarily subsist in any country, are disturbed by an alteratioa 
in the supply of, or demand for money, or whether those rela^ 
tions are disturbed by an alteration in the supply of or demand 
for any thing else, snch disturbance will more or lets rapidly 
cease ; and an entire equality in the prices of aJl things wUI 
be every where eventually re-established. Since, however, 
such disturbances will be continually occurring, this equality 
of prices will seldom, in fact, be found to subsist, and prices^ 
in the various regions of the globe, will be continually oscil^ 
lating, within certain limits, about the ejuated rates, if I 
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use this expression, — shaving all the while a tendency to 
becomeequal tathem. 

We have now arrived at the conclusiony that so Icmg as the 
money of the world consists exclusively of gold and silver, 
whether in bullion or coined, and whether any seignorage be 
charged or not by the government for coining it^ — and so 
long, tooy as we take no account of the cost of transporta- 
tion^ — ^the prices of things will every where tend to an equality. 
Those prices, moreover, will have a tendency to be at such 
a rate as just to repay the cost of production,— on the one 
hand, to the producer of the precious metals, — and, on the 
other, to ^ jnxKiucers of the diflbrent commodities for which 
they are exchanged. In other words, just so much of any 
commodity will, en the average, be sold for a given sum of 
money f as is equal to it in cost 
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TBB SAME SUBJBOT OOlTTIirUBn. 



Let us now remove the supposition of the transportation of 
eommodities bdng effected without expense. It is evident 
that their prices will then not tend to a perfect equality 
tfarou^wut the various countries of the world,— and that the 
price of any article may diflbr permanently in one country 
from what it is* in another, by the expense of transporting 
frcrni one to the other the article concerned, as well as the 
money tar "vrfnch it is exchanged. The reader vrill also, on a 
moment's reflection, perceive that the expense of transporta- 
tion, using this term most comprehensively, is the only reason 
why tte iMQces of things would not be, in reality, every where 
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the same, — bo long, at least, as the commerce between nations 
is entirely free from all legislative restrictions. 

I may here mention, that there is nothing in the deviation 
of the prices of things from an entire and universal equality, 
induced by the expense of transportation, to prevent those 
prices front being determined, in the several countries of the 
world, by the cost of producing the precious metals, in the 
manner heretofore explained. 

In respect to copper money, to the extent in which it per- 
forms the functions which, if it did not exist, would be 
performed by gold or silver money, will the efiects of its use 
be manifestly equivalent to those resulting from the circula- 
tion it thus displaces. It is scarcely necessary for me to 
remark, that the existence of such a circulation as that now 
adverted to can in no wise modify the conclusions already 
arrived at in respect to the general equalisation of prices, and 
to their determination in every country by the cost of produc- 
tion, both in respect to money and the commodities purchased 
by it And by the general equalisation of prices, I, of course, 
now mean their eqiudisation within the limits prescribed by the 
expense of transportation. 

Before inquiring into the eflfects of the introduction of paper 
money, I will make a remark or two having relation to the 
matters treated in the preceding chapter, chiefly for the pur- 
pose of guarding against the possibility of my meaning bdng 
misapprehended. 

I remark, in the first place, that the aigument wUch hn 
been adduced to prove the impossibility of augmenting die 
exchangeable value of the money of a country by means of 
the exacting, on the part of the government, of a higher seigi^ 
orage than is adequate to compensate the toil and trouble of 
assaying and weighing, is equally applicable to epery attempt 
to add to the exchangeable value of the money put into cireti* 
lati<m, by assigning to it a greater value nomiiudly, or» what 
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amounta to the same thing, by causing money to be coined of 
the same nominal value as before, but containing a diminished 
amount of the precious metals. 

la the next place, it may be proper for me to meet an objec- 
tioQ which may perhaps be made to the position I have 
assumed to be an obvious one,— that a diminished demand for 
money implies an augmented rajHdity in the rate of its circu- 
lation, and, on the other hand, that an augmented demand 
for it implies a diminished rate of circulation* Some persons 
might be disposed to maintain the opposite of this to be true. 
They might, and it must be acknowledged with some ai^ear- 
ance of plausibility, argue, for example, that a man never 
ooakes a greater demand for money than when he is anxious 
to obtain it in order to fulfil the pecuniary engagements into 
winch he may have entered, and when he is, consequently, the 
kast disposed to retain it in his possession after he has 
obtained it ; so that it is precisely, they might go on to say, 
when the demand for money is the greaiestf that it circulates 
most rapidly. So too, the Circulation of it takes place at the 
slowest rate, precisely when the demand for it is the least 
To all this, however, I reply, that if we take this anxiety of the 
members of a community to obtain money to be evidence of 
their demand for it being great, we ought, consistently, to 
regard their anxiety to part with it in payment of their debts, 
as an evidence of their demand for it being small ; and as 
these two anxieties, from the nature of the case, are equal to 
one another, we will be left without any means whatever of 
determining the extent of the demand actually existing at the 
time for money. But I have employed the term demand. In 
nfaeooe to money, in a sense diflferent from that which haa 
josl been considered, and in one perfectly analogous to its 
ovdinary aeceptation when we qpeak of commodities other 
than money. When the demand for broadcloth, for instance^ 
b said to be greater than it has hitherto been, a greater desire 
than before must necessarily exist for the possession of broad- 

10 
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cloth, to be used or consumed, sooner or later, by its ownen 
It is in consequence of the existence of such a demand as this, 
that the merchant who deals in the article will be more desirous 
than he has heretofore been to purchase it, as well as to sell it 
to his customers, and that he will thus add his demand to that 
already existing. In like manner, the demand for money is 
correctly said to have become greater, when people generally 
are more disposed than they previously were to retain it in 
their possession for future use. Here again the analogy is 
complete, in this respect, — ^that, on account of the prevailing 
desire to keep more money in possession or reserve for future 
use, the merchants will likewise make a greater demand for 
for it by declining to supply themselves as extensively as they 
did before, with other commodities. 

Another remark which I have to make is, that when in the 
preceding chapter I spoke of prices being dependent, in the 
several countries of the world, on the cost of producing the 
precious metals, I had reference, as well to the countries 
whose stock of those metals was procured from abroad, as to 
countries where ttey were extracted from the earth by mining, 
or by means of any other process. When the source Srom 
which a commodity is supplied to us is a foreign one, every 
dollar's value imported implies the exportation of a certain 
value to pay for it Now if the exports be the product of the 
capital and labour of the country wh^ce they are sent abroad, 
the imports may surely be regarded in the same light The 
former are, in fact, only instruments for procuring the latter ; 
and the labour and capital applied to the producing of the 
former are truly applied to the first stages in the production of 
the latter^ — ^the remaining stages of their production bdng the 
act of transporting both exports and imports to their respective 
places of destination. Hence it is that we may speak, with 
entire propriety, of the cost to us of producing the precious 
metals, even though not a particle of them should be of 
domestic origin. 
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CHAPTER IV. 

EFFECTS OF THE USB OF PAPER MONEY. 

To simplify as much as possible the subject of paper 
money, let us, at first, suppose all money of the kind to have 
the well known form of bank notes. Also for the sake of 
simplication, let us suppose a particular case; — that the 
metallic money in circulation in some one country, or region 
of country, — say the state of Pennsylvania, — ^is equivalent to a 
specie circulation of a million of dollars, and that no paper 
money has as yet been introduced. In this condition of things, 
banks are established, which add to the circulating medium 
one hundred thousand dollars in notes representing specie, 
that is payable by the issuers to the holders of them in specie 
cm demand. And, again for the sake of simplication, let it be 
supposed that this addition to the money previously in circula- 
tion is uniformly diffused over the state ; so that every man 
having before $100 shall come to possess $110, and that 
every man having $1000 shall possess $1100, — and so on in 
like proportion. There must, evidently, be a general rise of 
prices ; just as if the augmentation of the circulating medium 
had consisted of specie, instead of paper. What before sold 
for ten dollars will be sold for eleven. An extraordinary 
importation of commodities, other than money, and exporta- 
tion of money, in payment for these, will ensue. The 
9100,000, added to the circulation of the state of Pennsylva- 
nia, will, in this manner, become an addition to the circulating 
medium of the world, and will be so diffused among the 
di^rent nations composing it, as to cause an equal rise of 
prices in all of them ;— or, in other words, the increase of the 
money of each country will be proportional to the quantity of 
DEioney which it previously possessed. As before explained, in 
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reference to the case when nothing but specie was supposed 
to circulate, — ^there will now too be a diminished production 
of the precious metals, until prices fall to their former level, 
and are again just such as to repay the cost of production to 
all the parties concerned. 

I have said, until prices fall to their former level Here 
there is a sKgfU inaccuracy. While, if the addition which 
was made to the circulating medium had' consisted of specie, 
the quantity of gold and silver required to supply the wear of 
the coin, as well as for other purposes, would, after prices 
had fallen to their original rates, be what it was before,— 
such will not be the case when the circulation is augmented 
by an issue of paper money. Indeed, were the prices of things 
then to subside to their former level, it is plain that, although the 
former amount of gold and silver made use 'of in the arts will 
be again made use of in them, the amount required in repair- 
ing the wear of the coin will be less than before, on account 
of the diminution of the quantity of the coin in circulation. 
On the whole, therefore, those metals will not need to be pro- 
duced in as great abundance as previous to the issue* of the 
paper which caused the temporary rise of prices. Hence 
too, they could not be produced as abundantly- without 
depreciating in value, so as not to yield the producers of them 
the ordinary profits on the capital employed ; and they will, 
accordingly, not be produced as abundantly. A transfer of 
capital and labour will take place, to a certain extent, from 
the business of mining to other employments ; the worst mines 
will be neglected ; and the capital which will remain invested 
in mining will be invested under more advantageous circum- 
stances than the capital was heretofore invested. Tfow that 
cost of producing any commodity which determines its 
exchangeable value being always the cost of producing it 
under the most disadvantageous circumstances in which it is 
actually produced, — ^it will, in the instance under considera- 
tion, have been lessened. Money will, consequently, have 
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become leM valuable; and i^rices will, of coiinie» haye 
ultimately risen in a certain degrecy though in comparatively 
a very Jight degree* 

The modification just statedi of a proposition previously 
dedoced, may possibly seem to some of my readers to be so 
very inconsiderable as to render it scarcely worthy of the 
notice I have bestowed upon it ; and my motive for touching 
here upon it at ail has been simply a desire to exhibit my 
views in as unobjectionable a form as it is in my power to 
do. 

But to proceed : it is obvious that the preceding deduction 
of the effects resulting firom the supposed issue of 9100,000 in 
paper money wi)l hold good, to whatever extent the issue of 
paper money may have taken placei so long as there is specie 
procurable tor exportation ; and specie will be always pro- 
curable for exportation, so long as the banks fulfil their 
promise of paying it for thehr notes on demand. What will 
happen if the issue of paper money should go beyond the 
amooat which has been menti<med» will be a subject of fiiture 
inquiry. 

The manner in which the/oregoii^ conclusions must be 
modified, on account of the expense of the tranqx>rtation of 
commodities, is the same, evidently, as was explained in the 
analogous case of the supply of money having been augmented 
by an addition to it of specie. I will here only say fieurther, 
what is sufficiently manifest, that the inequality which, after 
the supply of money has been augmented in some one country^ 
may continue to subsist between the price of a commodity 
ibfBte and in any other country, will depend, other cir- 
cumstances being the same, on the distance which those 
countries are apart from each other; — and consequently, that 
a ^ven augmentation of the circulating medium will be 
diffiised somewhat more densely, so to speak, in those states or 
oonntries which lie contiguous to that where it has occurred, 
than in those situated more remote. 
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Had the increase of the circulatmg medium of Pemisylvania 
not been equally diffused throughout the state, as was assumed 
to be the case, it is quite evident that the soundness of the 
conclusions, to which we have been led, would not be in the 
least affected. The only difference in the steps of our reason- 
ing would be, that prices will, in the iGrst instance, rise 
unequally in different places in the state; — all which places 
may then be regarded in the same light as the whole state 
was before regarded, viz. as so many distinct sources whence 
paper money has been issued, and whence money is exported 
in exchange for other commodities ; thus equaliang prices 
(within the limits, of course, prescribed by the expense of 
transportation) throughout the state of Penncfylvania, as well 
as every where else. 

When paper money is issued in any one part of a country, 
it is very possible that its credit may be sufficiently good to 
occasion it to be exported^ instead of specie, to neighbouring, 
or even to more distant parts, in exchange for commodities. 
It is scarcely necessary for me to remark that tMs case, like* 
wise, will furnish no exception to the correctness of the results 
to which we have arrived. The paper money, in this manner 
made to constitute a portion of the circulation in other parts 
of the country, will have the same effect upon prices, and will 
induce the same series of changes, as if it had been issued 
where it circulates. 

Again, in what goes before, the banks of Pennsylvania 
were supposed to add $100,000 in paper to a specie circu- 
lation amounting to a million of dollars. I may observe that 
the possibility of their doing so will depend upon their first 
procuring from abroad the specie which they will retain in 
their vaults, and on which their banking operations are to be 
based. If they have to take this specie from that which at 
the time is actually circulating, they will have to issue their* 
notes to an amount as much exceeding the 9100,000, by which 
the circulating medium is to be increased, as is equal to that 
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of the specie thus taken. If 950,000 be deposited in the 
vaults of the banks, they must issue paper to the amount of 
9150,000, in order that the effect specified may be produced, 
and that prices may rise in the proportion of ten to eleven. 

Another modification to be applied to what has been deduced 
concerning the effects of paper money is» that the same 
amounts in specie and in bank notes may not be equally 
efident in performing the functions of circulation. The effi- 
ciency, in this respect, of every kind of money, depends, not 
only on its quantity, but also on the rapidity, as has been 
already mentioned, with which it circulates. Now, bank 
notes win frequently circulate more rapidly than specie, on 
account of the greater facility of transporting or remitting 
them from one place to another. An addition, therefore; of 
9100,000 in paper of that description, to the money of a 
country, may be more than equivalent, in its effects on present 
prices, to a like addition to it made in specie. But whether the 
paper be more or less than equivalent in efficiency to specie, aU 
the conclusions which have been deduced, concerning the 
distribution of the circulating medium, would still be true, 
provided only we vary our supposition of 9100,000 in bank 
notes having been added to the circulating medium, by sup- 
posizig this medium to have been augmented by just such an 
amount in 'bank notes as is equivalent in its effects to 
9100,000 of the money originally circulating. 
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CHAPTER V. 

OF THB DIFFSRBirT OORSTITUSirT PORTIOIfS OF THS CIBO0LATIVO 
MSDIUM ; AND TBEUl REI<ATIVB ISFFICIKITCY. 

Bavk notes, whether issued by incorporated companiea, or 
by private bankers, are not the only substitutes for specie ; 
and they are not even the only kind of paper money. The 
circulating medium must, indeed, be regarded as comjHrehend- 
ing every contrivance which performs the office of money, 
and by means of which, therefore, the use of any other 
medium o[ exchange may be partially dispensed with. Such 
codtrivanoes are of various sorts. Besides the notes of bank- 
ers, which are promises for the payment of a certain amount 
of specie to the bearer on' demand, the common promissory 
notes of individuals, in which they engage to pay a sum of 
money at a future dqy for value received by them, may be 
transferred from one individual to another in payment foir 
commodities purchased, and so may be made use of for the 
very same purposes as those are employed to accomplish, to 
which the .term money, ordmarily so called, is applied. Bills 
of exchange, that is orders or drafts for money by creditors 
upon their debtors residing at a distance, or by merchants or 
bankers on their correspondents, in favour of third persons, 
are in the same predicament Payments may be made by 
simply removing an entry in the books of a banker to the 
credit of one individual, and entering the amount of it to the 
credit of some other individual The bank checks, or orders 
upon the banker for payment of the moneys deposited with 
him for safe keeping, may themselves be passed from hand to 
hand, and thus be made to take the place of money. The 
same is obviously true concerning every sort of public secu- 
rities, and every representative whatever of property. Each 
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of the contrivances enumerated constitutes a portion of the 
circulating medium, the efficiency of which is to be estimated, 
as well in proportion to the comparative rapidity of its circu- 
lation, as to its value in exchange. And the effects on prices, 
as also the farther changes which will be consequent upon 
those effects, when any one or more of these constituent 
elements of tKe circulation are augmented in quantity or in 
the rapidity with which they perform the office of money, 
will, of course, be entirely similar to what the effects on 
prices, and the further changes resulting, have been shown to 
be in the case of bank notes. 

The contrary effects must necessarily take place, if we 
suppose either of the above contrivances, or species of paper 
money, to perform the office or functions of money less 
rapidly than they did before. 

It must, next, be apparent to the reader that, if we knew 
to what extent those various contrivances, including bank 
notes, supply the place of hard money, — having respect as 
well to rapidity as to quantity, — ^we should find no difficulty 
in estimating what the amount of the circulating medium 
would be, did it consist exclusively of the precious metals ; 
and in speaking of the amount of the circulation in any one 
country, as compared with others, or with the world in 
general, it is such an estimate as this which should always be 
made. 

And it is also easy to perceive what an errour we should 
fall into, were we to look upon the whole circulation of a 
country, — more especially of one in as high degree commer- 
cial as the United States or Great Britain, — as consisting 
only of the specie which circulates, and of the bank notes 
which are made payable to the bearer on demand. 
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CHAPTER VI. 

THB VALUE OF THE KITTIRB CIRCULATIVO HBDIUM RBMAIITS 
ALWAYS UNALTERED— 009SE<iUEircSS FROM THIS PRIVCZPLE. 

The following proposition is an obvioQs inference from the 
principles already established, — ^that, no matter to what 
extent the circulating medium of a country may at any time 
have been augmented or diminishedy^i^ value always remains 
unaltered ; the effect of such augmentation or diminution on 
the prices of things being to raise them in the one case, and 
to lower them in the other, in the same proportion.* 

Hence too, (notwithstanding the apprehensions which are 
so frequently expressed among ourselves, even by persons 
whose opinions generally are entitled to a considerable degree 
of respect, lest the United States might not possess a circu- 
lating medium large enough for the business purposes of the 
community) — it is a matter of not the least moment whether 
this medium be great or small Whatever in any country may 
be the amount of it, if we suppose it to be reduced to the 
tenth part of that amount, the prices of things, as has been 
shewn, will likewise become only the tenth of what they are; 
and an hundred dollars will perform precisely the same func- 
tions which are now performed by a thousand. The difficulty 
of procuring the former sum will, indeed, be quite as great as 
is at present that of procuring the latter ; but these sums of 

* TheroisareaacmwbytheprioeiofantfaiiigiwiUiiotrifleorMm 
^e proportion of the augmentation or diminiitioa of the cifcniating wM»<iinm • 
or, at leait, why this win be the case only after a oertain period ihall hate 
elapsed. Some commodities ordinarily fluctuate in value much less than olliens 
and labour is such a commodity. A costomaiy rate of wages comes, indeed* to 
be paid, in every phce and in every employment; which, fteemrst Uitm 
mry rate, is only slowly alterable. 
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money will, in the two cases, possess the very same exchange- 
able value, and will, on this account, bestow upon their owner 
a command io an equal extent over the various necessaries and 
luxuries of life. I need not say that our general conclusion 
will not be difierent, though we should suppose the diminution 
of the circulating medium to occur in any other proportion 
than that of ten to one. 

It is true we may conceive the circulating medium to be so 
exceedingly reduced in quantity, and a given portion of 
money, consequently, to become so valuable, that the coins, 
wluch are requisite for purchasing the articles most frequently 
needed, would be inconveniently small. But those coins might 
also be inconveniently large, if the circulating medium be 
exceedingly augmented in quantit^. And it must be obvious 
that, between these two extreme limits, there is a vast range, 
in which the quantity or amount of the circulation must be a 
matter of the greatest indifference. 

To avoid being misunderstood, I wish my readers to note 
particularly that what has just been stated, has had no refer- 
ence to the inconveniences and losses necessarily experienced 
by creditors whenever the circulating medium is undergoing 
the process of being augmented or expanded, or to those far 
greater inconveniences and losses to which debtors are sub- 
jected on the occurrence of every diminution or contraction 
of that medium. These ''evils of change" can only be 
obviated by rendering the change in every case as gradual 
as possible. We may conceive it to take place, however 
great it may be, so very gradually as to be scarcely percep- 
tible in its effects, even by the parties most interested. And 
the ultimate results are, at all events, such as I have described 
them to be. 

The temporary evils of which mention has been made, it 
may be proper to say here, will be considered in some detail, 
when I shall treat of the immediate efl^ts resulting from the 
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expansions and contractions of the paper money issued by the 
banks. ^ 

Now if all bank notes were to cease to circulate, and no 
other description of paper money were to be issued by the 
government, or from any other source, to supply their place, 
— although the quantity of specie, as well as the mercantile 
paper and other contrivances actually existing in the country, 
for economising the use of money, would be amply suffi- 
cient for performing all the functions of circulation, — there 
can be no doubt of every contrivance to supply the place of 
money being made use of to a greater extent than heretofore. 
While for example, a bill of exchange may be refused, in 
payment for commodities purchased from an individual who is 
indebted at the very plac# on which the bill in question is 
drawn, and refused because of his preferring to remit the 
amount of his debt in bank notes,— the bill of exchange, if 
obtainable at a premium less than the expense of transporting 
specie, may have a preference given to it when bank notes 
no longer circulate. Other examples, too, will occur to the 
reader, of ordinary mercantile paper then finding employment 
as money, in the room of bank notes* 

But such an addition as this to the circulation is of little 
comparative importance in respect to my present purpose. 
Even if it were not to occur, it will follow, on the principles 
already explained, that the diminution which has taken place 
of the money of the country, by means of the withdrawal of 
all bank paper, will be distributed, so to speak, throu^out the 
whole commercial world. Hence it is easy to conceive that 
the actual diminution of the money which circulates, after 
this distribution shall have been accomplished,^ — and it will 
evidently not be slow in being accomplished, — ^wiU be consi- 
derably less than it was at first If the circulating medium 
of the United States be supposed to constitute a tenth part of 
that of the whole world, and if we, besides, suppose a$ much 
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08 fifty minions of doUani to be withdrawn from the ciicu- 
lation, the amount, by which the circulating medium of our 
country will have been diminished^ will be only five millions 
of dollars. 

This, again, is not the ultimate or permanent condition of 
the circulating medium. On account of its general diminit- 
tion, prices every where will have fallen, or the exchangeable 
value of money will have risen. A more active production of 
the precious metals, consequently, will ensue, until prices 
return very nearly to their former rates, and the circulating 
very nearly to its former amount 



CHAPTER VII. 

TBB DOTEBairT KIITDS OF BAKKS — ^HOW THE CREDIT OF BAEKS OT 

CmCULATlOE IS MAIETAIESEI. 

TsooLm are three sorts of banks, viz. banks of deposite, of 
discount, and of circulation. Any one bank may, however, 
partake of the character of all of these ; as is the case univer- 
sally throughout the United States. 

By a bank of depotUe is meant an institution which receives 
the money of individuals on deposite, giving them credit in its 
books fox the money dq>osited ; any portion of which may, at 
any time, be withdrawn by its owner, or transferred to his 
creditor without being withdrawn, — ^the fact of such transfer 
being duly noted in the books of the bank. The expense of 
JM»nWng may, in this case, be met by exacting a small per 
centage on the making or the withdrawing of any deposite, or 
on the transferriiig of it from one individual to another. 
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While some of the depositors are withdrawing their money, 
deposites will be making by others ; so that, notwithstanding 
the liability of the bankers to restore upon demand the money 
deposited with them, they will, generally speaking, find them* 
selves in the constant possession of a certain sum, which they 
will be tempted to profit from by lending it out to such 
persons as may be desirous of borrowing. One of the most 
convenient modes of doing this b by the discounting of pro- 
missory notes ; and hence the origin of banks of discount 
Such discounts, however, may be made, not only with the 
money of depositors, but with that of individual bankers, or 
companies of bankers, with a view to the profits to be 
derived from their respective capitals, as in any other employ- 
ment. 

But a bank, instead of parting with its specie in exchange 
for the promissory notes of individuals discounted by it, may 
issue promissory notes of its own, which are made payable to 
the bearer in specie on demand, and which are capable, on 
account of their great convenience, as well as the credit 
attached to them by the public generally, of performing all 
the functions of money ; the bank becoming, in this manner, 
a bank of circulation^ 

Here I may remark that, when I speak of the banking 
system of the country, I look upon the furnishing of a paper 
circulation, as a substitute for specie, as constituting its esseiK 
tial feature. 

It is evident that no inducement would be oflfered to a bank 
for issuing its own paper, had it not the power to issue it to a 
greater amount than it could do of specie; and the excess of 
the amount of paper money issued above that which could be 
issued of specie must be sufficiently great to enable the 
bankers to pay the augmented expenses of management. 
From the very nature, then, of such a bank as I am now 
speaking of, it will put more of its paper in circulation than 
it has specie in its vaults to redeem it It promises every day 
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to do what it knowsi and what every one at all acquainted 
with the nature of banking knows, would be impracticable for 
it to doy if all its notes were to be presented for payment. In 
this eventy nothing would be left for it but to suspend its 
business. And the quesdon naturally presents itself: — Why 
is it that the credit of a bank is such that, notwithstanding 
what has been said, the holders of its notes ordinarily shew no 
anxiety to exchange them for specie, and that no run for 
specie, in consequence, is made upon the bank? 

Before answering the questiox), which has been put, and in 
order to simplify as much as possible my present subject, I 
may observe that, whatever may be the capital of bankers, it 
is only the portion of it consisting of specie held in readiness 
ibr the purpose of redeeming their notes, together with the 
advances necessary in other respects for canying on banking 
operations, which in reality constitute the capital employed 
in banking. AU the capital which the bankers may other- 
wise possess is invested similarly to that of other capitalists 
who are engaged in the various branches of production^ 
Moreover, it may be here mentioned that I shall, as I proceed, 
use language implying that the business of banking is con- 
ducted altogether by means of the capital owned by the 
bankers, without the aid of any deposites made by individu- 
als, and liable to be at any time withdrawn by them. My 
doing so cannot possibly lead to any practical errour in my 
conclusions, because the possession of a certain average 
amount of deposites is equivalent simply to so much money 
borrowed by the bankers ; which money they have it in their 
power to dispose of just as they have it in their power 
to dispose of every portion of the capital of which they 
ara the owners. The nature of the effects produced, on 
the circulating medium, must necessarily be the same in the 
one of these cases as in the other. 

The reason why the notes of a bank may maintain their 
full credit, in despite of the fact that the whole value of those 
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notes in circulation is greater than the amount of specie in the 
possession of the bank, will be quite obvious, if we look for a 
moment at the credit, as well as the debtor side of its afiairs. 
And to give precision to our ideas, let us suppose a particular 
case. Let a bank he established, — ^say in the city of Phila- 
delphia, — ^with a capital in specie of 9100,000. If this bank 
issue its notes to the amount of 9150,000, it will be indebted 
to the public in an equal amount ; and to pay its debts, it 
holds, in addition to the specie in its vaults, the promissory 
notes of individuals to an amount somewhat greater than 
that of its own notes, — ^greater, that is, by the discount upon 
the former. The payment, too, of the promissory notes which 
have been discounted by the bank is vouched for, not merely 
by the promissors, but by endorsers^ whose ability to pay 
them, if required to do so, has been pronounced upon by a 
competent board of directors^ previously to their having been 
discounted. And again, the loans made to individuals, on the 
security of their notes so endorsed, were made for a short 
period of time only, — generally speaking, for sixty, or at most 
ninety days. Were those loans, in every instance, made even 
for the longer of the terms just mentioned, and if we assume 
as much to be loaned in one day as in another, the bank 
would have it in its power to call in one-ninetieth of its notes 
in circulation, or to receive in specie one-ninetieth of their 
value, every successive day, and thus to provide itself veiy 
speedily with the means of meeting its engagements. Besides 
all this, should the bank be possessed of any property or capi- 
tal, in addition to its proper banking capital, such property 
will afford additional means of security to its creditors. It is^ 
then, not at all surprising, that the notes of a bank, when it is 
managed with a certain degree of prudence, should maintain 
their full credit, and should be regarded as in fact equiva- 
lent to the specie which they profess to represent 

It is very obvious that if, while a bank retains in its vaults 
the same amount of specie, it extends its circulation more and 
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morei its condition will be continually becoming less secure ; 
until, At length, the specie which it possesses may not be 
regarded by the public as sufficient to cover the risk of the 
non-payment of the promissory notes of individuals held by 
the banL The notes of the bank will then depreciate in 
general estimation* and a run upon it for payment of them 
may ensue. An alarm or panic may indeed be produced to 
so great an extent, by the supposed inability of the bank to 
meet its engagements in a short period of time, or at all, as to 
oblige it to stop payment, and to wind up its affairs in the best 
manner it can. 



CHAPTER VIIL 

TBVBKIfCT or BAVK VOTES TO EXPEL SPECIE rBOK THE CmOULA- 
TIOK — VAVirSR IE WHICH THE HOTES ISSUED BT OITE BANK 
CHECK THE ISSUES OF AHOTHER. 

A LOSS of credit is not the only reason why the specie of a 
bank may be drawn from it, in exchange for its notes, with 
more or less rapidity. This will also take place whenever 
any extraordinary demand shall arise for specie, — say for 
specie to be exported; and one cause of such a demand 
arising may be a previous unusual enlargement of the circu- 
lation of the bank. 

After what has been already delivered on the effects pro- 
daced upon prices, and on the distribution of the money of 
the world, by an emission of paper money, the proposition 
which has just been stated can scarcely require any farther 
proo£ An iBustration of the changes resulting in the case 
willy nevertheless, be given, with a view to make tliem 
thoroughly familiar to my readers. 

21 
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Take the instance, already considered, of a bank estab- 
lished in the city of Philadelphia, i^ith a specie capital of 
9100,000, and which has put forth its notes to the amount of 
$150,000. Now let it be supposed that prices, and therefore 
the value of money, have become every where equalised, in 
the sense in which I use this expression, — so that there is no 
demand in the community for specie to be exported abroad* 
I shall suppose the notes of the bank to be then issued more 
abundantly than before. Let it issue $200,000, instead of 
$150,000. There will, of course, be a local rise of prices; 
which will be followed by an exportation of money, and an 
importation of other commodities, until prices decline to their 
former level. The specie exported may not be wholly taken ^ 
from what is actually circulating ; it may be drawn in part 
from the bank, in exchange for its own paper, or by depositors. 
To the extent in which this is done, the circulation of the bank 
will, plainly, not be as great as it would otherwise be. On 
account, however, of the greater convenience, other circum- 
stances being the same, of bank notes than specie, it will be 
easy for the bank to procure specie for them. So long, indeed, 
as more specie is in circulation than what is required for pay- 
ments of a smaller amount than that of the smallest bank 
notes, and so long as the bank shall be willing to increase its 
issues, will it be brought to the bank, sooner or later, by the 
holders of it, in any quantity, and bank notes drawn for it in 
return. The bank of which I am speaking can, consequently, 
if it chooses, always retain its original specie capital of 
$100,000, while it is extending its circulation more and more, 
and while, by doing so, it is causing the expulsion of the specie 
circulating within the sphere of its operations. And it will be 
readily perceived that, if we abstract from any possible loss 
of credit it may incur by so large an issue of its notes, we may 
suppose it to go on issuing them, until the whole of the specie 
originally circulating shall have been sent abroad, — excepting 
only what is needed for payments which, on account of 
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their comparatively small value, camiot be made with bank 
notes. 

The conclusion which has just been deduced in reference 
to a bank in Philadelphia, I need not say is equally true in 
reference to one established any where else, for instance in 
New York; and it may be added that in every country 
where a sufficient capital is invested in banking to enable the 
banks to issue their paper without fear of a loss of credit on 
their part, and without the fear, on this account, of a run for 
specie upon them, the actual tendency of things will be to an 
entire substitution of paper money in. place of a metallic 
currency, with the sole exception above mentioned. This is 
the case in our own country, as every <)ne knows. 

After having expelled the specie from circulation, and 
produced a state of thing in which the specie that may be 
farther required for exportation can only be obtained from the 
banks, — should they continue to extend their issues of paper, 
their stock of specie will be more or less rapidly reduced ; 
and as the profits or dividends of the banks will be greater 
according as they issue a greater amount of paper, they will, 
in consequence, push their issues to the limits of safety, — 
safety, not only from their paper becoming in any degree 
discredited, but likewise from that of having k sudden and 
extraordinary demand made upon them for specie, which 
they may not have the means of meeting. Now, still ab- 
stracting from all consideration of the former risk, the inquiry 
occurs, how the proper degree of safety in respect to the 
latter is to be ascertained. Here nothing more can be 
said than that experience must be our guide, — a wide expe- 
rience however, and not one acquired in one set of circum- 
stances only. A stock of specie which might, with propriety, 
be regarded as amply sufficient in, so to speak, a quiescent 
state of things, when the affiiirs of the commercial world 
have been going on, and are likely to go on, for a conside- 
rable period with great uniformity, would, on the other hand, 
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very possibly be pronounced by competent judges to be entirely 
too small, for the purpose intended, at a time ^hen the 
relations of commerce, and therefore the demand for money, 
were liable to frequent and considerable alteration* 

If the directors of all the banks in the country were to 
form the same estimate precisely of the different risks to 
be guarded against in the management of their affairs, and 
to be equally prudent, — and if, moreover, the banking 
capital of the country was every where distributed according 
to the relative business wants of the community, — the reader 
will not fail to perceive that the proportion in amy one bank 
of its circulation to the specie it has in its possession would 
be the same as in eveiyother. In this state ofthings, let some 
one bank, violating the dictates of prudence for the sake of 
greater gain, or, it may be, simply through ignorance of 
the principles of banking, attempt to enlarge its circulation 
beyond the usual proportion. What consequences will 
follow 1 In the first place, as in the case of every augmen- 
tation of the circulating medium, however brought about, 
this medium will be depreciated in value ; that is, the prices 
of things will rise. Commodities, other than money, will be 
transported to the place where all this has occurred from 
other places, and especially from such as are in the vicinity, 
on account of the comparatively small cost of transporta- 
tion; — and those commodities will be paid for in money, 
the motive having been diminished for exporting every 
thing else. While the money going to remote places will 
consist, for the most part, of specie, the sphere in which 
the notes of our bank chiefly circulate will, nevertheless, be 
extended. Bank notes will, within a certain distance, be 
preferred to specie. And Philadelphia notes, when undtdy 
increased in amount, may thus, for example, as it were 
invade the province of New York notes, and interfere 
with them, provided these have not been increased propor- 
tionally. 
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But the efiect described can never be otherwise than 
temporary. The very fact of Philadelphia bank notes circu- 
lating where they did not before, or circulating in greater 
quantity, and to a ^greater value, than before, will tend to 
produce a suspicion that they have been issued unduly and 
imprudently. This feeling, again, will be apt to check their 
free circulation, and to cause their value to fall helovr par. 
They will then find their way gradually back to the source 
whence they originated, to be exchanged for specie; and 
the expanded circulation will be contracted eventually to its 
former limits. 

This process maybe very much expedited by the action of 
the banks which have been interfered with. Those of the city 
of New York, on receiving in payment of the promissory 
notes discounted by them, or in deposite, an unusual amount 
of Philadelphia bank notes, can easily send these to the latter 
city, and draw specie from the banks there in return for 
them ; or the New York banks, if they think proper, might 
discredit them to a certain extent, and in a certain region, 
by consenting to receive them only below their nominal or 
per value, or by refusing to receive them at all. 

After what has been said, the reader will understand dis- 
tinctly how one bank of a country may be a check upon 
another, and how each bank may be obliged to* confine its 
operations within what may be called its proper sphere. 

I may add that the above remarks will apply to the manner 
in which the several banks established in the same place have 
it in their power to check each other's over-issues of paper 
money. They will, at least, apply with snch slight modifica- 
tions as will very readily occur to my readers. 
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CHAPTER IX. 

IMFOSSIBILITT OF PBRKAITBVTLY BXPANDIITO THE CIRCULATUfO 
MEDIUM OF A COUNTRY BEYOND THB AMOUNT WHICH IS 
DETERMINED BY THE COST OF PRODUCINQ THE PRECIOUS 

METALS. 

The check mutually afibrded by the banks of a country to 
an over-issue by them of paper money may, it is evident, be 
entirely removed by a combination of them for this purpose. 
If two or more banks combine together, they will be enabled 
to act with a comparatively greater efficiency upon the cur- 
rency, for good, by checking the issues of other banks, or for 
evil, by unduly extending their own issues of paper money. 
Their united efficiency too, in these respects, will not difler 
from that of a single bank with a capital equal to the capitals 
taken together of all the combined banks* 

We must be careful, however, not to form an exaggerated 
estimate of the power which a bank with a large capital, or a 
combination of a numoer of banks, can exert over the currency 
of a country. On account of the checks to the over-issuing 
of paper money still administered by the independent banks, 
as well as by the state of the money market abroad, it will be 
impossible, excepting for a very short period of time, to 
expand the circulation of any place, or district of country, 
beyond its usual proportion of the circulation of the whole 
commercial world. 

This proportion, it will be recollected, I before shewed to 
be necessarily of such an amount, on the average, as would 
consist with a scale of prices that would repay the cost of 
producing the precious metals. And the advantages, or dis- 
advantages, of any one mode of regulating the currency over 
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another, all resolve themselves into the comparative extent 
and frequency of the deviations from perfect uniformity, in 
the value of a given portion of it, which may be temporarily 
occasioned.. 

A proposition which is intimately related to what has just 
been delivered is, that when the banking capital of a country, 
properly so calkd, whether there be few banks or many, is 
extended beyond a certain amount, it will be impossible to 
circulate, on the average^ any more bank notes than before. 
An example will make my meaning perfectly clear. Suppose 
the circulation of all the banks to have reached the limits of 
safety ; the whole circulating medium being supposed at the 
same time to consist exclusively of paper money, with the 
exception of the metallic money wanted for purchases of a 
small value. Now let a new bank be established ; and let ua 
trace the consequences of this institution entering the field of 
competition with those of like nature already in existence, — 
consequences, I may observe, which are precisely such as 
would result from an augmentation to an equal amount of the 
capital of the latter. Also, let the new bank commence 
business by discounting the promissory notes of individuals, so 
as to put into circulation its own notes to the amount of 
$100,000. It is manifest, from the principles already 
explained, that the expansion of the currency, thus produced, 
most soon be followed by a corresponding contraction of it ; 
which contraction all the banks in the same place or region 
wiU be equally obliged to make. The new bank will then 
have obtained a share of the paper circulation at the expense, 
and only at the expense, of that of the others. Every 
9100,000 of its paper which it may issue will, of course, be 
followed by similar effects. And eventually, it will be able 
to maintain a circulation bearing the same proportion to its 
specie capital as that which every other bank bears to its 
specie capitaL But our supposition has been that this capital 
is augmented without the specie, on the basis of which the 
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additional bank conducts its operations, having been taken 
from the other banks. The inference is obvious, that the 
proportion in every bank of specie to the paper it has put 
forth will have become greater than before ; and it is equally 
obvious, that a like inference will hold good, whatever maybe 
the number of additional banks established, and whatever may 
be the additions successively made to the capitals of the banks 
previously existing. 

But in the struggle of the different banks to extend their 
circulations as much as possible, and notwithstanding the 
checks which they apply to each other's issues, a tendency to 
a general extension of these will be found, under ordinary 
circumstances, to take place. The specie of the banks, 
while this extension is going on, will be drawn from them to 
be exported abroad, until their stock of it is reduced to the 
limits of safety. So long, now; as the same average degree 
of safety shall continue to be* aimed at, it will be plainly out 
of the question for them to extend their circulation any 
farther. And again, the reduction of the specie of the banks, 
in the manner which has just been described, is equivalent to a 
reduction of what is, properly speaking, the capital employed 
in the business of banking. Hence we may conclude, not 
only that the share of the circulation of a country obtained 
by any new bank (when the circulating medium consists 
already of paper, excepting alone what is required for small 
change) is obtained at the expense of a diminution to an 
equal extent of the circulation of all the other banks, — ^but 
also that the proper banking capital is at the same time, and 
under similar circumstances, unsusceptible of being increased. 
An indefinite amount of banking capital nomindUy so called 
may, it is true, still be conceived to be created, but which 
must, in reality, be employed otherwise than in banking. And 
because it must necessarily be so employed, I may remark 
that no disadvantage (the reader will bear in mind that I am 
now concerned with ultimate efiects) will accrue to the com* 
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munity simply on account of its increcuie» no matter how 
great this increase may be. On the contrary, it will furnish 
an additional fund for insuring payment by the banks to their 
creditors on any emergency. 

In the exposition which has been made of the theory of 
banking, I have supposed the notes of a bank to enter into 
the circulation by means of the discounting of the promissory 
notes of individuals* This may, however, manifestly occur 
in more ways than one ; in as many ways, indeed, as there 
are modes of lending money, or of doing what is equivalent to 
the lending of money ; as, for example, the purchase, on the 
one hand, by the banks of bills of exchange, and the sale by 
them to individuals, on the other, of their drafts upon each 
other, — a two-fold business in which the banks of the United 
States have latterly engaged to a considerable extent But 
on whatever occasion, or in whatever manner, bank notes are 
issued,. the reader cannot fail to perceive, on a moment's 
reflection, that the results which have been deduced, in this 
and the two preceding chapters, will always be the same. 

That after a certain amount of capital has been, strictly 
speakingf invested in banking, no more can be so invested, — 
that no new bank can then transact any business, excepting at 
the expense of the business of the banks previously existing, — 
and that it is absolutely impossible for the banks of a country, 
under any circumstances, to go on continually augmenting 
the circulating medium, and consequently raising the prices 
of things, — are propositions of the utmost importance in the 
theory of banking. They have, nevertheless, been exten- 
sively called in question by a class of reasoners who are ever 
confounding ultimate with temporary effects. It is to ultimate 
eflects alone that these propositions have reference. And the 
reader, if he will recollect this, will nowhere meet with either 
&ct, or argument, to shake his confidence in their truth. 

Were the ultimate effects the only ones produced by an 
alteradcm in the vali^ of money, or, which is the same thing, 
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were those effects at once produced, without the intervention 
of other and temporary changes, the advantages of banks of 
circulation would scarcely be detracted from by any counter- 
balancing disadvantages to which they would still be liable. 
What those advantages are, I shall proceed to state in the 
following chapter. 

The disadvantageous action of the banks on the commu- 
nity will be pointed out when I shall exhibit the nature, 
extent, and frequency of the temporary changes above 
adverted to. 



CHAPTER X. 

THE ADVAITTAOES, REAL OR SUPPOSED, OP A BAVK VOTE OIRCULA- 

Tioir. 

The great advantage of a bank note circulation is, that a 
country is enabled, by means of it, to dispense with the use of 
the precious metals to an amount equal, or (on account of the 
quicker circulation, generally speaking, of bahk notes) to an 
amount more than equal to the e:;cess of the whole value of 
the notes issued over that of the specie retained in the vaults 
of the banks, — ^the specie, besides, thus rendered unnecessary, 
not being parted with gratuitously. My readers will recollect 
that, when paper money is introduced, there veill be a dimiii« 
ished production of gold and silver, until the circulating 
medium again finds its proper level. And this implies an 
augmented production of other commodities, which will be 
an addition to the wealth of the community. 

Whether the specie previously circulating was, or was 
not, procured from sources existing in the country itself, vrill 
make no difference here. If the former be the case, it is easy 
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to understand how a diminished production of the precious 
metals will be followed by an augmented production of every 
thing else. But if those metals be procured from foreign 
mines, they could in fact only be procured in exchange for 
the products of the country ; and, like all other imports into 
it, they may be themselves, therefore, truly considered as the 
products of its capital and labour. It is manifest that the 
commodities which were before exchanged for the gold and 
silver, which are no longer required, are so much clear gain ; 
— ^not the less so, too, when the labour applied to their produc- 
tion is transferred to the producing of such other commodities 
as may perhaps be in greater demand. 

A country may derive the benefit, just described, from the 
substitution of a paper currency for a hard money circula- 
tion, — at least to a very considerable extent, — without waiting 
for the transfers of capital and labour to take place ; provided 
it be the only country in which a currency of the kind is 
introduced. For then the paper money, as it enters into the 
circulation, will cause the money previously circulating to be 
exported in payment for such commodities as may be in most 
demand, until no more than its due share of the augmented 
circulating medium of the world will be retained in the coun- 
try. That the commodities imported are to be considered as 
a national gain, follows necessarily from the fact of the circu- 
lating medium, notwithstanding a portion of it has been sent 
abroad, being still adequate to the performance of all the 
exchanges required, and quite as much so as it was before 
this exportation occurred. 

In proportion, also, to the degree in which paper money is 
introduced in any country beyond the quantity of it which 
circulates in others generally, will the immediate benefit be 
the greater. The full benefit can in no case be enjoyed before 
the amount of gold and silver money shall be reduced to the 
proper point, by the less active working of the mines. 

When this process shall have been completed, if we suj^se 
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ffty millioQS of dollars to have been excluded from circulating 
in the United States by the issue of bank paper, the countrjr 
will thereby have acquired an amount of wealth of equal, or 
nearly equal value. This addition to its wealth is, however, 
made once for alL From the nature of things, it can never be 
renewed. It is, therefore, equivalent to a gain of the annual 
profits upon a capital of fifty millions ; and assuming the ordi- 
nary rate of profits to be ten per cent, — an assumption higher 
than the facts will justify, — ^it will amount to the sum of only 
five millions of dollars per annum, or to about half a dollar for 
every white inhabitant of the country. 

This estimate might even seem to be an exaggerated one^ 
when the reader considers that the whole of the fifty millions in 
question will not be employed as capitaL Indeed, we have no 
right to suppose th^t any larger proportion of it will be em- 
ployed in this manner, or productively, than that which the 
whole of the capital of the country bears to all the wealth it 
possesses. But this circumstance is here of no moment. The 
present value of a certain portion of wealth is precisely the 
same, whether it is destined to be consumed productively or 
unproductively ; and consequently, no matter in what propor* 
tions any given accession to the national wealth may be 
distributed between capital and what is not capital, it must be 
regarded as equivalent to an accession of a precisely equal 
amount to the former alone. 

All other circumstances being the same, another advantage, 
which bank notes possess over specie, is their greater coave- 
nience to be kept on hand, as well as to be conveyed or 
remitted from place to place. This convenience is the greater, 
obviously, where the sums of money are considerable ; but 
that it exists to a certain degree even where these sums are 
comparatively small, is notorious from the extent in which the 
coin of the country is excluded from the circulation by the 
preference every where given to the smallest denominations of 
notes which are permitted to circulate. For making remit- 
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tances indeed* from one place to another, we are not reduced 
to a choice between bank notes and specie. Where the former 
cannot be procured, recourse may be had to bills of exchange. 
But, in general, this will not be done, as the reader must be 
aware, so long as the notes of incorporated and wealthy 
banking institutions are procurable for the purpose. 

Besides the advantages which have been stated to flow from 
the use of bank paper, many others are very commonly 
ascribed to it ; and banks of circulation have been, not unfre- 
quently, represented as constituting the chief source whence the 
rapid advances of the United States in wealth ani prosperity 
have originated. It will be proper to examine into the correct- 
ness of these opinions, before I attempt to exhibit the disad- 
vantages to the community of which our banking system is 
productive. 

In the first place, bank notes are said to be a cheaper 
circulating medium than the precious metals. Now, if this 
opizdon has reference to the first cost of the two mediums, its 
truth might be conceded without dispute. Not so, however, 
if -the maintaining of them in their existing condition, after 
they have been once procured or established, is the meaning of 
those who hold the opinion. The toear of a specie circulation 
is quite inconsiderable in amount when conlpared with the 
expenses of banking, — ^including in these expenses the rents 
(employing this word here in its ordinary acceptation) paid 
for buildings, together with the salaries besfowed upon presi- 
dents, cashiers, tellers, and clerks, — not to mention a multi- 
tude of other expenditures, equally necessary. It is,' perhaps, 
not generally known that the wear of the gold or silver money 
which circulates is as small as it really is. Mr. Jacob, in 
in bis work on the production and consumption of the precious 
metals, has estimated it so low as one part in four hundred 
and twenty annually, — ^that is something less than 9120,000 
oot of fifty millions. 

Bat secondlyy a notion, very prevalent even among thinking 
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men who have not examined our present subject on scientific 
principles, is, that banks, by the issue of paper money, add to 
the capital of a country. Here again, as in the instance of 
the opinion just before considered, there is a sense in which 
what is maintained will be assented to by every one without 
hesitation. The substitution of paper money for specie will, 
as has been frequently repeated, induce an extraordinary 
importation of commodities other than money, — a certain 
portion of which commodities cannot fail to be employed 
productively. This is, however, not the sense in which the 
notion I am considering is entertained by those who are most 
forward in putting it forth as an argument in favour of oar 
existing banking system. They imagine something like a 
direct creation of capital to be effected by the instrumentali^ 
of the banks. After what has been delivered concerning 
money in the present treatise, my readers will deem such 
a creation of capital to be sufficiently incomprehensible, and 
inconsistent with the principles already established. Irre^ 
spective of the additional capital derived from the commodi* 
ties imported in exchange for the specie, which has been dis^ 
pensed with in the manner above mentioned, it must be 
evident that the amount of the capital of the country will 
have remained altogether unaflected by the circulation of 
paper money in the place of specie. 

Again, there are those who are of opinion that, by extend* 
ing the system of commercial credit, banks (I speak of banks 
of circulation) have conferred great benefit on the commu- 
nity ; and there are others who, absurdly enough, go so far as 
to suppose that» but for the existence of such institutions, all 
credits would cease to be given, and ctish would have to be 
paid in the making of every purchase. But the practice of 
selling upon credit, or of lending the money or capital of one 
individual to another, is surely in no respect dependent on the 
issue of paper money by the banks. Though all banks of cir- 
culation were to be prohibitedi promissory notes could con* 
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tinoe to be discounted, and money loaned by chartered 
institutions or by private individuals, who will perform all the 
functions of banking, with the exception only of the issuing of 
their own paper made payable on demand. Indeed, from 
what goes before, the reader will understand that, should 
et)ery species of banking cease to be transacted, money would 
still be lent by the possessors of it for the purpose of enabling 
the borrower to pay the debts he may have incurred, or to be 
employed by him productively. And there is no reason why 
a less amount of money should be lent than when the banks 
were the principal medium for lending it Since the quantity 
of money, and of the various substitutes for money, taken as a 
whole, as well as the motives for desiring to borrow it, are 
the same in the one case as in the other, the inducements for 
lending it cannot but also be the very same in both. 

I may remark that, besides the obvious inconveniences 
which would result from abolishing the practice, in every case 
whatever, of lending, the advantage of the credit system 
resolves itself into the distribution of the capital of the country, 
as far it is practicable in the circumstances of society to do 
so, in such a manner as to be most productively employed. 
Instead of directly superintending the application of his own 
means of production, this is now frequently done by the 
capitalist through the instrumentality of another person who 
can apply it more skilfully than himself, and who, because he 
can make a skilful application of it, finds it advantageous to 
borrow capital, and to pay for it the ordinary profits or interest 
of money. But whatever portion of the productive power oi 
the country may, agreeably to this view of the advantages of 
credit, be attributed to it, no absurdity is surely more glaring 
than that of holding it to be essentially the power which has 
filled what once was the western wilderness in the United 
States with flourishing towns, and which has constructed our 
numerous ** internal improvements." It is an absurdity more 
absurd than the regarding of the banks as so many genera- 



172 TBB nuHcnun of 

tors of capital, by means of the simple process of issuing a 
certain number of paper promises to pay specie to the bearer 
on demand. The absurdity in question is no other than that 
of robbing the capital and labour of the country, — capital and 
labour that v^ould at all events have been employed so as to 
yield to the producers the ordinary profits, — of their proper 
functions, and of investing with them the imaginary power of 
credit 



CHAPTER XI. 

DISADVAVTAOBS OF THB AXBRIOAIT STSTXM Of BAlTKUrO. 

I ooMB now to the disadvantages of our banking system.* 
The banks have been shewn to possess the power of 
expanding, and, of course, of contracting, for a timCf the 
circulating medium of the district in which they operate; 
and this power, it is a well known fact, they do actually 
exert. 

When the circulating medium is expanded, a given portion 
of it, as has been repeatedly mentioned, is depreciated in value. 
Were all purchases made with ready money, such deprecia- 
tion would be of no account ; for the prices of things woukl 
rise universally in the very same proportion ; and the various 
necessaries and luxuries of life would be procurable by every 
one, with neither more nor less of difficulty than heretofore.t 
But the case is very different where credit is extensively given 
to purchasers, and where the practice of borrowing prevails 
in any considerable degree. If I owe any one a thousand 



its expeofliveneM, already oonaidered. 
tSee note to pafe 150. 
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deUars, and pay him at a period when an expansion of the 
circulating medium has taken place to the extent of a tenth 
of its amount at the time of the incurring of the debt, he wiD 
receive a less value than he ought to do. Eleven dollars is 
now worth just what ten was before^ — and a thousand dollars 
is worth only ten elevenths of a thousand, or not quite 9910. 
The like is manifestly true in respect to every debt, whatever 
its amount may be. Debtors will be benefited, at the expense 
of their creditors, throughout the community. 

On the contrary, when the circulating medium is unexpect* 
edly contracted, opposite consequences will ensue. Creditors 
win then derive benefit, at the expense of those who are 
indebted to them. 

Although, in both the cases just considered, the wealth of 
the country may not have been diminished, since what was one 
man's loss was another's gain, it will not follow that we should 
be indiflerent to the results produced, or to the causes pro- 
ducing them« It is of great moment to keep the circulating 
medium as uniform as is practicable on principles of justice, 
independently of any considerations of expediency. Such 
considerations, however, dictate to the government, as well as 
to the citizens by whom the government is influenced, to 
endeavour to accomplish this object, as they would endeavour* 
to the extent of their knowledge and ability, to protect in any 
other way the rights of property. 

And notwithstanding there has been here no destruction of 
property, but only a transfer of it from one individual to 
another, there can be no question of the sum of human happi- 
ness having been diminished. The truth of my present remark 
will, I think, be apparent to every reader, if he looks at what 
may be called an average case '; one in which the parties 
concerned are placed in a pecuniary point of view, before the 
supposed transfer, in similar circumstances. Let two indivi- 
duals have equal incomes, say 91000 each, per annum. Will 
there be no diminution of human hairiness if, unexpectedly 
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to bothi their arraDgemenU for the future be interfered with, 
by f500 being taken from the one and handed over to the 
other 7 Certainly there will be. The distress endured by the 
family of the one will not be compensated for by any addi- 
tional luxuries which the otlier's family will be enabled to 
consume. 

But there is yet another mode in which fluctuations in the 
amount of the circulation are productive of inconvenience, 
and, when they are in any degree considerable, of the severest 
distress. Let the banks refuse to discount as freely as they 
have been accustomed to do. Money will be rendered less 
abundant, and therefore more difficult to be procured. The 
purchase of luxuries may be postponed with comparative ease ; 
and even the necessaries of life may be procured, at least by 
a portion of the community, upon credit The money, how- 
ever, that is requisite, for the fulfilment of existing contracts, 
cannot be dispensed with. When pay day comes, this must 
be provided for, or the contracting party su&r the penalty 
attached to a failure. To the merchants especially, of all 
classes, this penalty is a severe one, in respect both to the 
pecuniary losses resulting from nheir being obliged to close 
their business and adjust their accounts under most disadvan- 
tageous circumstances, and to the injurious consequences to 
their character for judgment or integrity. They will, of 
course, make every exertion in their power to obtain mon^y, 
that they may be enabled to meet their engagements. Many 
of them will succeed in this, by consenting to give to the 
lenders of money a higher interest than usual, — an interest, 
too, always so much the higher, as the security for the repay- 
ment of the principal borrowed is the less. There will, 
nevertheless, be many others who, failing to obtain the requi- 
site means for complying with their engagements, will become 
bankrupt The persons heretofore dependent upon them for 
employment will have to seek it elsewhere, at the very time 
whan it will be most difficult to be obtained; and much dis- 
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tress must, on this account, occur. And this is far from giving 
us a full view of the distress produced. Those individuals 
who have been rel}ring upon the receipt of the moneys due to 
them by others, and who have failed to receive such payment, 
will in their turn, very frequently, be prevented, in consequence, 
from paying with punctuality what they themselves owe. The 
distress, of which I am speaking, will thus be extended through 
the various ramifications of society, and will be every where 
more or less intensely felt, according to the magnitude of the 
distufiance to which the currency of the country has been 
subjected. 

The class of inconveniences and injuries which has just 
been shewn to result from a contraction of the circulating 
medium will, it is manifest, have no existence in the opposite 
case of an expansion of that medium beyond its ordinary 
amount But more than this : not only will no inconvenience 
of the kind be in any degree experienced, but a scene of pros- 
perity will be every where exhibited. Money being plentiful, 
the merchants, besides punctually paying their debts when 
due, will be prompt to make new purchases. Relying too on 
the continuance of this state of things, they will push their 
credit farther than they were accustomed to do. If the 
expansion in question shall go on for a time, they vnll be 
enabled, by the corresponding rise of the prices of commo- 
dities, to realise large profits ; and speculations generally, by 
whomsoever made, and of whatsoever kind, will eventuate 
successfully. 

All this would be well, provided the course of things were 
always to proceed in the same direction. A reaction, how- 
ever, cannot fail to take place, sooner or later ; and the proba^ 
bUity of its speedily taking place, as also of its being considerable 
in degree, will depend on the extent of the previous deviation 
of the currency from its average or usual state. Supposing 
no other causes to operate which are calculated to produce 
the effect, the mere augmentation of the circulating medium 
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will, before long, produce it. In consequence of the rise of 
prices, there will be a larger importation from abroad, and a 
diminished exportation from home, of commodities other than 
money, as has been before fully explained, — the balance being 
necessarily paid in money ; and not in paper money, but in 
specie. A demand for specie will be made upon the banks ; 
and they will soon be forced to curtail their discounts and 
thus diminish the circulating medium, — ^when the evils before 
described cannot fail to occur. Moreover, the reader wiU 
need no laboured argument for him to perceive that, should 
any extraordinary dematid for specie arise from any other 
cause than that above mentioned, and arise while the currency 
is unduly expanded, the contraction of it which succeeds 
will be liable to take place more suddenly, and at the same 
time more extensively, as well as be more disastrous in its 
effects. 

The evils of the contraction of the currency, afler it has 
been expanded, are well known very far to overbalance the 
advantages, or seeming advantages, of its previous expansion. 
Since, also, every expansion of the currency must necessarily 
be followed by a corresponding contraction of it, and since 
the banking system has a tendency to produce, and actually 
does pnoduce, greater and more frequent fluctuations of it 
from its average state than would otherwise take place, banks 
cannot but be pronounced, in this point of view, to be instita- 
tions injurious to the public interests. 

I must not forget to add to the injurious effects, ahready 
mentioned as resulting from every sudden contraction of the 
currency of a country, the diminished production which most 
ensue from the great number of persons who, at every period 
of the kind, are thrown out of employment altogether, or are 
only partially anployed. This is sufficiently known to every 
one, not to require any illustration. 

In my reasonings throughout the present chapter, I have 
made n6 allusicHi to the possibility of the money of a country 
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circulatiog with more or less rapidity ; and it was unnecessary 
for me to have done so, because it has been shewn that the 
efEdct of a more rapid circulation is the same as that produced 
when the currency has been increased in quantity, — and that 
the effects of a sbwer circulation and of a diminished cur- 
rency are likewise the same. Besides, when the currency of 
a country is suddenly expanded, the facility of procuring 
money will, very evidently, cause it to circulate more rapidly 
than before, thus enhancing the effects produced by the 
expansion. When a sudden contraction of the currency 
takes place, a less rapid circulation will, on the contrary, 
ensue, which will conspire with such contraction' to give a 
greater degree of intensity to the effects produced by it 



CHAPTER XIL 



THB SAMB SUBJXOT OONTIITUED. 



The evils of the banking Sjrstem, hitherto exhibited, have 
been stated to be the results of ignorance or of imprudence on 
the part of the bank directors, while acting with a view to 
the interest of the stockholders, or owners of the capital 
invested. There will be, besides, no small temptation for the 
directors and their immediate friends to speculate successfully 
upon the rest of the community, through the instrumentality 
of alternate expansions and contractions of the currency, to 
be produced by their own agency. It will be always recol- 
lected that it is in the power of a bank, or of a number of 
banks acting in concert, at their pleasure to cause a local rise 
of prices by enlarging their discounts, and thus temporarily 
extending their circulation. Let us, then, suppose an exertion 
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of this power to be resolved upon ; and we may likewise sup- 
pose the resolution adppted to be known only to the bank 
directors, and to a limited number of individuals to whom 
they may have communicated it I need scarcely say that 
these parties will not be slow to avail themselves of their 
exclusive information. They will go into the market and 
purchase commodities, including stocks of all kinds, at their 
existing prices, — selling out again, when, on account of the 
expansion of the currency, prices have attained to their 
greatest height Since now, on account of that contraction 
of the currency, which will be necessarily consequent 
upon its previqus expansion, the prices of things will, sooner 
or later, subside to their former level, it is plain that the 
profits, thus made by the speculators, will be entirely at the 
expense of the subsequent purchasers. Profits too, made in 
this manner, cannot be classed with those which may result 
from ordinary gaming : they are precisely of the same nature 
with the winnings of the gambler, who uses false dice or 
marked cards, unknown to his victim ; and the act of ob- 
taining them is deserving of no milder epithet than that of 
swindling, or robbery. 

On the occurrence, also, of a contraction of the currency, 
the banks, instead of impartially diminishing their accommo- 
dations to all classes of persons with whom they have been 
accustomed to deal, may grant extraordinary loans to the 
directors, or other favoured individuals, to enable them to 
realise a considerable gain at the expense of the rest of the 
community, — more especially of the mercantile community. 
This will be effected by the lending again pf the money, thus 
obtained from the banks, at a higher rate, and often a much 
higher rate, of interest, than that to which those institutions 
are by law restricted.* 

* It may be proper for me here to disclaim any peiwoal ■Unoians on my p«it« 
in the fongwag remorka ooneeming the Uahiiiiy of the diredon of bonks, and of 
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And besides these unrighteous speculations, the system I 
am considering diffuses throughout the community, by the 
frecjuency and extent of alternate expansions and contractions 
of the currency, a more active spirit of speculation. This is 
an evil ; for however useful the commerce of speculation may 
be shewn to be when restricted within its due bounds, it 
easily degenerates, if stimulated to excess, into mere gambling; 
becoming then, more or less, a source of public corruption, 
although it may be generally conducted according to the 
ordinary standard of fairness. It may be added that an 
undue amount of speculation implies an unnecessary number 
of exchanges ; and this, again, implies that the circulating 
medium is, on the average^ unnecessarily large. By diminish- 
ing the business of speculation, our share of the circulating 
medium of the world will be lessened. Other commodities, in 
the manner so often stated, will take the place of the money 
dispensed with ; which commodities, whether employed as 
capital or not, must be regarded as a clear gain to the coun- 
try. But there can be no doubt of a portion of those commo- 
ties being thus employed. It is, consequently, perfectly proper 
to look upon every augmentation of the speculating spirit as 
equivalent to the locking up of a certain portion of the national 
capital, or, in other words, of what would otherwise have 
been consumed productively. 

Though the banks should, however, be conducted with a 
perfect knowledge of the principles of banking, as well as with 
the utmost prudence and integrity, there will yet be other 
mischieis to tell of, which are incident to their operation on 

odher dealmrs in money, to be guilty of improper conrsei. Their integrity is, 
witiiout doubt, in general fully on a level with that of the great majority of 
mankind; and indeed in moat inatancea, aa ia attested by the conBdeuoe repoaed 
in them by their feUow-citizena, it may even be aaaumed to be above that leveL 
Some of the claaa of peraona of whom I am apeaking I am happy to rank among 
usf moat eateemed and intimate frienda. They muat hnov> that it ia quite impoa- 
nblo that linteiidany inwnnitWf** to their prejudice. 
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the currency. Assuming agaiOi as is the case in the United 
States, the money in circulation to consist of paper, with the 
exception alone of the metallic money required for purchases 
of small value, let an extraordinary demand occur for specie, 
independently of any action of the banks. Such a demand 
may originate in various ways. To mention one of these: 
Great Britain may engage in a war on the continent of 
Europe, and may, on this account, have occasion to export 
thither a considerable amount of specie. An extraordinary 
demand for money in that country will immediately arise, and 
the value of it will be there enhanced, or, what is the same 
thing, prices generally will fall This state of things wQ), of 
course, not be confined to Great Britain alone. British goods 
will be exported in greater quantity than before; and the 
importations in return, from all other countries, will be 
lessened. The balance arising will be paid in specie. What 
has just been said will apply especially to such other countries 
as are in the practice of importing British goods most exten- 
sively. Our own country is in this predicament, and an 
extraordinary demand for money may thus occur here very 
speedily after its occurrence abroad, as well as to an extent 
which is far from being inconsiderable. 

Now, under the circumstances supposed above, let a 
demand be made for a given amount of specie to be ei^rted 
from the United States, say f 100,000, and, for the sake of 
illustration, let us suppose the paper of all the banks of the 
country in circulation to amount to a million of dollars, based 
upon half a million of specie. The specie demanded will be 
drawn from the banks ; which will then retain in their vaults 
only 9400,000 in hard money. They will, in consequence, 
not be able to circulate more than $800,000 of their paper, — 
acting, as I have assumed them for th^ present to act, with 
undiminished prudence. Their discounts must therefore be 
proportionally curtailed, and the circulating medium by this 
means contracted to four fifths of what it was originally. And 
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if, instead of the banks having a half million of specie in their 
possession, their stock of it was only 9S50,000, they would 
evidently be obliged, when f 100,000 was drawn from them» 
as before, to curtail to double the extent These examples 
will suffice to shew that, so long as specie for exportation is 
procurable from the banks, a contraction of the circulating 
medium will take place to a much greater extent than the 
amount of specie actually exported. On the supposition, on 
the other hand, of there being no other money in circulation 
besides specie, the exportation of any given amount of this 
from the country would, it is evident, be followed by no 
farther reduction of the circulating medium. Hence the reader 
will perceive another ground of objection to our existing bank- 
ing system^ and one which is altogether independent of the 
mode, whether proper or improper, in which the banks of the 
country are managed. 

But it may be said that the existence of an exclusive specie 
circulation is not a supposable case ; because other sorts of 
paper money, such as bills of exchange, the common promis- 
sory notes of individuals, &c. will continue to circulate, even 

if 

though bank notes should cease to do so. This would not in 
any degree invalidate the conclusion just arrived at ; provided 
such paper money would not circulate more abundantly in 
proportion to the whole amount of the circulating medium, 
when it does not consist in part of bank notes, than when it 
does. Where, however, there are no bank notes to serve any 
longer as a substitute for hard money, the reader will readily 
perceive that paper mone^ of every other description will be 
made use offer the purpose to a greater extent than before, — 
but, on account of its comparative inconvenienoe, it is evident 
noi to an extent sufficiently great to compensate far the want of 
bank notes. 
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CHAPTER XIU. 



THE SAME SUBJBOT CONTINUED. 



The disadvantages of the existing banking system of the 
United States, which have been stated in the two preceding 
chapters, are perhaps not susceptible of being estimated with 
the same degree of accuracy as the advantages of that system 
before enumerated. It seems to me, nevertheless, that, on a 
review of those disadvantages, taken in connexion with the 
very considerable expenses incurred in the management of 
banks of circulation, the reader, even though he should have 
come to the perusal of the present treatise with the prevailing 
prejudices in favour of such institutions, can scarcely fail to 
experience doubts as to their utility, all things considered ; and 
wrne doubts too concerning the superior advantages, on the 
the whole, of a bank note over a hard money circulating 
medium. i. 

But I have not yet done with the disadvantages of our 
banking system. There is a class of these which attaches Xxy 
it in its present condition, when the banks are not so numerous, 
nor the capital actually employed in banking sufficiently large 
to preclude their dividends from exceeding the ordinary 
interest of money. 

I advert to the means not unirequently made use of to 
obtain from our state legislatures a charter for a new bank, 
or for enlarging the capital of an old one, — ^to the mode in 
which the newly created stock is distributed among the 
parties who are desirous of obtaining it, — ^to the contrivances, 
put into execution by many of those who have succeeded in 
obtaining a considerable portion of it, in order to give to it an 
artificial and temporary value, — and to the tendency of every 
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enkurgement of the banking capital of the country, to induce 
an expansion, and subsequent contraction to a certain extent, 
of the circulating medium, and so too to encourage the spirit 
of speculation and of gambling. 

After what has ahready been delivered concerning money 
and banking, I need not expatiate at any length on the several 
heads just enumerated. It will be sufficient to say a few 
words only in relation to each of them. 

In the first place, in as much as, under the circumstances 
supposed, the banks have a monopoly of the power of issuing 
paper money of a certain description, — a power equivalent 
also, practically speaking, to that of regulating the currency of 
the country,-— every application to the legislature for an 
additional banking capital amounts to the applying, on the part 
of an association of certain individuals, for privileges from 
the enjo}rment of which the great majority of their fellow- 
citizens are to remain excluded. Just in proportion to the 
magnitude of those privileges, that is, in the case under con- 
sideration, in proportion to the profits expected to be made 
above the ordinary profits of capital, will be the earnestness with 
which the legislature will be solicited. All the vices of special 
legislation will ensue in their most aggravatedform. Direct and 
open bribery of the lawgivers maybe seldom attempted, and the 
attempt, when hazarded, may be for the most part repelled ; 
but there are indirect modes of corruption which will be 
found sufficiently unguarded by conscience or a regard to 
character, to enable those who will venture to employ them 
to accomplish their object, in many cases without any very 
persevering or inconvenient resistance. The parties who are 
chiefly interested in the passage of the proposed law are, quite 
probably, persons of considerable influence in the community ; 
and a wealthy corporation, on the supposition of the law 
actually passing, may have it in its power, by the granting of 
loans or otherwise, to reward the exertions of its friends in its 
behalf, as well as be much more willing to do so, than the 
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puUic generally, or the classes whose interests are likely to 
be iDJurioosIy affected, would be to serve in any way those 
who are active on their side of the question. Expectations, in 
this state of things, may, it is evident, be easily excited, among 
certain of the members, and especially among the more pro- 
minent members of the legislature, of advantages to be 
conferred by the corporate body which is asked to be created, 
or whose privileges it is proposed to enlarge, — ^without the 
necessity of making any formal promises, to be fulfilled after 
the services required shall have been rendered. 

One of the modes in which influential men, in and out of 
the legislature, are apt to profit by the chartering of a new 
bank, is by the opportunity afforded them of subscribing to, or 
of early procuring, a portion of its stock ; which stock very 
seldom fails, soon after the original distribution of it, to rise 
above its par value. But independently of any such improper 
or vicious procurement of bank stock, the fact of there being, 
in almost evexy instance of the kind, a greater demand for 
bank stock than there is stock to be distributed, will open a 
scene of intrigue and corruption. Such wiU, at least, be the 
case in any of the modes in which its distribution is usually 
accomplished. 

The value of the newly created stock, I have said, seldom 
fails very soon to rise above par. This is the natural conse- 
quence of the dividends of the banks exceeding generally in 
amount the ordinary interest of money, and of the new bank, 
before long, obtaining its proportional share of the paper 
circulation of the country. Besides this, however, an artificial 
value may be given to the stock for a comparatively short 
time : and this may be done, not only by the various arts 
which are every day practised by the gamblers in stocks, and 
which it is not necessary for me here to specify, but likewise 
by means of a fictitious demand for the stock before it is dis- 
tributedr^e who is really desirous of subscribing to a hMmdred 
shares puttinfg in a claim for a thoutani, and so on ia likn 
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proportion. Moreover, it may be mentioned that, when any 
stock is rising in value, — especially when the rise is a sudden 
and rapid one, — ^it will, for this very reason, experience a still 
farther rise. People generally will be more desirous than 
they would otherwise have been to obtain it To purchase it 
now, and to sell it out after a certain time shall have elapsed, 
will promise to be a profitable speculation. And an increased 
stimulus to the corrupt spirit of gambUng, as a readier means 
of acquiring wealth than the regular pursuits of industry, will 
be thus administered. I need not mention that the greater 
the rise in value of the bank stock, of which I have been 
0peaking, above its real value, the sooner will it be apt to 
decline to this value, and the greater will be the losses of the 
uninitiated possessors of it, who have continued to hold on to 
it rather than sell. 

That every enlargement of the banking capital of the 
country has a tendency to induce an expansic^i, and subse- 
quent contraction, of the circulating medium, may seem to be 
a proposition scarcely consistent with the doctrine previously 
established, that the circulation which is obtained by a new 
bank is obtained by it at the expense of that of the banks 
before existing. On a moment's reflection, however, the 
apparent inconsistency will disappear. As in many other 
cases in political economy, where our conclusions, legitimately 
deduced, have the semblance of clashing with each other, the 
two eflects in question relate to different stages in the progress 
of change ; the efiect first mentioned being an intermediate 
or temporary effect ; the other being that which is ultimately 
produced. Where the banking capital of a country is rapidly 
augoaented, there can be no doubt that, in the struggle between 
the old and the new banks, on the one hand to retain as much 
of their circulation as they can, and on the other to obtain as 
much of it as possible, the whole circulation will in fact 
become temporarily increased beyond its due or average 
amount ; and the increase may be so great as to be produc- 
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tive, by the contraction of the circulation which subsequently 
ensues, of all the distress and demoralisation abready described 
as the infallible consequence of every extensive and sudden 
diminution of the money of the community. 

It must now be manifest that the banks of a country may 
be augmented in number, and its banking capital augmented 
in amount, until the circulation, which each bank can, ulti- 
mately and on the average, possess, will be no more than is 
adequate, by the gross profits yielded by it to the bank, to 
enable it to pay the expenses of management The whole of 
the capital will then yield to its owners merely the ordinary 
interest of money. And no motive for investing capital in 
banking, rather than in any other business, will any longer 
exist. 



CHAPTER XIV. 

BVILS IMPR0PERL7 ATTRIBUTED TO BAITKS OP CIRCULATIOV— 
EFFECTS OF EXACTIITO A BOITUS FROM THE STOCKHOLDEBS OF A 
BAHK AS A GOlTDITIOir OF ITS BEIITO IITOORPORATED— AHD 
EFFECTS OF THE OOVERKMElfT OF A OOUITTRV ASSUMIirO TO 
ITSELF THE BUSIHESS OF BAVKIITO. 

There are two evils which those persons who are most 
opposed to the continuance of our present system of banking 
are in the habit of attributing to it, and of urging against it 
perhaps more frequently than any others ; which evils are» 
notwithstanding, in a great measure, if not altogether, 
unfounded. 

The first of these is that, by the power which the banks 
possess and actually do exert of augmenting the quantity of 
money in the country, they cause a general rise of prices,' and 
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thus render it more difficult for the great body of the people, 
— of the poorer classes of the people especially, — to procure 
the means of sugport to which they have been accustomed. 
That this objection is, as I have said, in a great measure 
unfounded, results from the impossibility of the banks effecting 
more, by the issuing of their paper to an unusual amount, 
than a iempcrary augmentation of the circulating medium, — 
a proposition which my readers will recognise to have been 
fully, and I hope, satisfactorily established. But even though 
such augmentation of the circulating medium were perma- 
nent, instead of temporary, it would not follow that any 
portion of the community would have their command over 
the necessaries and luxuries of life in any wise diminished. 
Whatever alterations in this respect might take place while 
that medium was in process of being augmented, on account 
of the prices of all things, including the wages of labour, not 
from the first fallipg in the same proportion,-— eventually, that 
is when prices shall again have become steady, they will 
bear very nearly the same relation to each other, in respect 
to every commodity, as they did before the commencement 
of their fall 

The second of the two objections, now adverted to, rests on 
the opinion that the profits of banking, over and above the 
ordinary interest of money, is a gain of the bankers, or 
stockholders of banks, at the expense of all other classes of 
the peqple ; and it is therefore an objection which is well 
calculated, wherever entertained, to render our system of 
banking obnoxious to much popular odium. So far from its 
being well founded, my readers will probably be prepared, 
before any farther remarks on my part, to look upon the 
]m>fits of which I speak as a measure, — or at least an approx- 
imate measure, — of the benefit conferred on the country by 
the substitution of a bank note for a specie circulation, that is 
by the substitution, for the production of the specie dispensed 
with, of that of commodities of a difierent description. In as 
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much, indeed, as t!ie amount of the whole circulating medinm 
is not, on the average^ afiected by the action of the banks, 
neither will the prices of things be in any manner affected 
thereby, and money will be procurable (also on the average) 
in the same quantity, as well as on the same terms, as if 
there were no banks of circulation in existence. As no one, 
then, is a loser in the case under consideration, the extraor- 
dinary gains of the banks must necessarily be a national 
gain. 

Since the due appreciation of this argument is a point of 
no slight importance, I ^hall state one or two modifications of 
which the conclusion come to is susceptible ; and the reason 
wiU be apparent why I have hinted that the profits in ques- 
tion constitute only an approximate measure of the benefit 
which is conferred on the country by the mere substitution of 
a circulation of bank notes in place of one composed of the 
precious metals. I shall make this statement, too, at the 
hazard of repeating perhaps principles, with which the 
reader, at this time, may be perfectly familiar, and which he 
may be able to apply with quite as much facility as the 
writer. 

The bank notes which are put into circtdatlon may not be 
of exactly the same amount with that of the specie they dis* 
place. Because they circulate, on the average, more rapidly 
than hard money, a less amount of them will be able to 
perform the same office ; which circumstance will render the 
extraordinary profits of the bankers a deficient measure of 
that portion of the public gain which is now under considera- 
tion. Again, the various other sorts of paper money, or 
contrivances for economising the use of the precious metals^ 
have been stated to be employed somewhat more extensively 
when no bank notes circulate than when thev do. On this 
account, more bank notes can be permanently retained in 
circulation than would be of equal value with the specie 
excluded; and the profits of the banks, beyond the ordinary 
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interest of the specie they possess, will therefore err as a 

measure of the kind which has been mentioned, and this 

• 

errour will be in excess* And once more, the introduction of 
a paper money to any extent into the circulation has been 
shown to render unnecessary the production of the precious 
metals under circumstances quite as disadvantageous as 
before; thus reducing the cost of producing them, and conse- 
quently their value, in a very slight degree. This, in its turn, 
will establish a somewkat augmented circulating medium; 
which is the same thing as to say that more bank paper will 
be added to the circulation than there will be specie taken 
from it ; and another errour thus arises, likewise iu excess. 

Should the interest of money at any time differ from its 
general or average rate, it is plain that the conclusion, into 
the correctness of which I am now inquiring, will not need to 
be therefore subjected to the least modification; for the 
difference between what the borrowers will have to pay to 
the lenders of money for its use, and the average rate at 
which money can be procured, will only be so much, more or 
less, transferred from one set of individuals to another in the 
same country, and will, consequently, not at all affect the 
amount of national wealth. 

But it may be justly urged that if the extraordinary profits 
in question be, in truth, a national gain, they ought, instead of 
going into the private coffers of the bankers, to be made to 
find their way into the public treasury; and it may be 
asserted that, for this reason, the present state of things 
among us enables those who invest any portion of their 
capital in the business of banking to derive a profit at the 
expense of the community at large. It is to take from the 
bankers these undue monopoly gains that our state legisla- 
tures have generally, on the incorporation of a bank, exacted, 
as the price of so doing, a banns from the stockholders. Such 
bonus may be made to assume the form of a specific sum to 
be paid into the treasury of the state, on the commencement 

as 
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of its operations by the bank, or at any time or times there- 
after,— or it may consist of a certain proportion of the annual 
profits of the capital to be invested^— or certain loans or other 
financial services may be stipulated for, as a price for the 
privileges conferred. 

If the expediency of the existence of banks of circulaticm 
be conceded, and if no other banks than those on which the 
l^islature has specially conferred the power to do so are 
permitted to issue paper moneys — the objections to the 
receiving of a bonus by the state, on the incorporation of a 
new hankt and, of course, also on the enlarging of the cajntal 
of one already existing, are twofold : it will be apt to induce 
the creation of banking capital much more rapidly than 
would otherwise be the case, for the purpose of thereby sup- 
plying a public revenue, which will put it in the power of the 
legislators to dispense in a certain degree with the ever more 
or less odious measure of taxation ; and it will have a ten- 
dency, quite as much as any other circumstance connected 
with the practical operation of our banking system, to cor- 
rupt the integrity of the legislative body, — a tendency which, 
after what has been delivered in the preceding pages, calls for ' 
no illustration here. 

All, however, that would be requisite, to guard effectually 
against the too rapid increase of the number of banks, would 
be for the legislature to exact in every case a bonus hi^ 
enough to leave to the stockholders little more than the 
ordinary interest of their money. Were they, too, to exact 
a bonus jtai so large as to leave to the stockholders the ordi- 
nary interest of money, it is manifest that an efiectual check 
would be applied to tlie increase of the banking capital of the 
country, any faster than the general progress of population 
and wealth. 

Another method by which the government can profit 
directly from the extraordinary gains of banking, is, as has 
sometimes been done, to assume to itself the business of a 
banker. The directors of the banks will, in such case, be- 
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public officers appointed by the legislature, or by some authority 
emauating from the legislature ; and the net proceeds of those 
institutions may be appropriated to meet the various demands 
on the public treasury. This system of banking is especially 
objectionable because of its exceedingly great liabiUty to the 
being perverted to party-political, or still worse purposes. 
jSkiifuliy wielded by those who are in the possession of the 
chief influence in the state, it cannot fail to be a most efficient 
engine for the prolongation of their power, consiJerably 
beyond the period when they shaO have ceased to enjoy the 
confidence of the people. And this assertion will not appear 
to be an unfounded one to any of my readers who refleot 
that, not only in the case suppose, does the government, as 
has be^i mentioned, possess the direct patronage resulting 
from the appointing by it of all the directors of the banks, but 
that it also exerts indirectly the whote of that patronage 
which is connected with the power of discounting, or of 
refusing to discount, the promissory notes of individuals, as 
the directors of the banks may, in their discretion, choose. 

Hero I may make the general and quite obvious remark, 
thai in order to prevent the monetary system of a country 
from being employed by the government, as a political instru- 
ment, to enable it to maintain itself against the legitimate 
opposition of puUio opinion, it is in a high degree desirable 
that the system should be as little under its control as is prae- 
ticable, conmlwdy vaUk ihepublio inierestSn 
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CHAPTER XV. 

OOHPiJUTIVK ADVANTAOB8 AMD OISADVAITTAOES OF MAKT OR IW A 
Wmvr BAVK8 or OIBCULATIOIT — KBIfAKlIB COVGBRVIffO A irATBUI- 
AL BAVK — ^ABD GOBOBRBIBB A FRBB TRADB IB THB BI7SIBB8B OT 
BABBIBG. 

A QUBSTioB of some momenty in the actual organisatioB of 
tbe American banking system, is, — ^whether, with a given 
amount of capital invested in the business of banking, a 
smaller or a larger number of banks is the preferable arrange* 
ment I reply, that, providBd their number be not multiplied 
to such an extent as to increase unduly the expenses of bank- 
ing, there seems to me to be the following reasons m faoour 
of many banks ; firstf that the advaniageSf whatever these 
may be, of the system, would then be nK>re equally diffused 
throughout every portion of the country ; secondly f that the 
check to the over-issue of paper money by the toveral banks 
will be greater than if, on account of the smallness of their 
number, they had a greater facility of combining together ; and 
lastly f the undue influence, political or social, of wealthy roooied 
corporations, would be diminished, or entirely removed. On 
the other hand, however, we have, to set in opposition with 
these advantages, the following disadmntagts. Firsi, it is 
well known to be the general fact, that the directors and 
officers of the smaller of the incorporated banks have not 
generally the same practical skill in banking, as is possessed 
by the managers of the more extensive institutions of the 
kind ; and we must therefore infer that, when the number of 
banks is augmented, and the capital of each of them is, on the 
average, lessened in amount, the danger of improper manage- 
ment will become proportionally greater. Secondly^ althoi^ 



the greater the number of independent banks in a community, 
the more efficiently will they act upon one another to prevent 
a larger issue of paper money by any one of them than its 
proportional share of the whole paper circulation of the 
country, it seems to me that the general tendency to an expan- 
sion of the currency, to be succeeded of course by a contrac- 
tion of it, is much noore considerable where many than where 
a few banks are competing with each other to obtain as large a 
portion of the circulation as they respectively can. And 
thirdly^ when banks are very much multiplied, they are apt 
to be established as well in places where there is little, as 
where there is much trade ; and, in consequence, the farmers, 
as well as others whose capitals are not turned as often as 
that of the merchants, are tempted, by the facilities afforded 
ibem by those institutions, to become indebted to them, thus 
preparing the way, in the event of a curtailment of bank 
accommodations being rendered necessary, for embarrass- 
ment, and perhaps ruin, to themselves and families. To these 
disadvantages may be added, in ihefofurih place, the greater 
probability of bank notes being counterfeited when they are of 
many different descriptions than when they are of a few. 

There are two portions of the community who will be disposed 
to decide very differently, on a comparison of the advantages 
and disadvantages which have been enumerated. I mean the 
friends of a national bank, and the advocates of a/n^e trode in 
banking, that is of permission being given to all individuals, or 
associations of individuals, to engage in the business of banking, 
at their pleasure, as they are at present permitted to engage in 
ety^ry branch of mercantile employment. The former class look 
vlpon a bank having a large capital, with branches distributed 
through the different states composing the Union, as not only 
adequate to regulate the currency, by restraining the circula- 
tion of the numerous state banks within their due bounds, 
iHit as absolutely indispensable to protect the community from 
the evils which these would otherwise inflict upon it. 
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The propriety of a bank of this description being chartered 
by the general government (on the supposition of the contin- 
ued existence of our present banking system) will depend on 
the practicability of constituting it in a manner to be less 
likely to cause a derangement of the money market, than the 
institutions are whose unsteady action it is appointed to regii- 
lata And the propriety of the chartering of such a bank will 
depend, farther, upon the degree in which its action, as a 
regulator of the currency, renders it of advantage to the 
country. The advantage, in this respect conferred by it» 
should, in order to justify its incorporation, be at least consi- 
deraUe enough to overbalance the objection to it which is 
founded on the probability of the social or political infloenoe 
which it may, and perhaps cannot but possess, being impro- 
perly exercised. This is all that I deem necessary to be said 
here concerning the expediency of incorporating a national 
bank ; and the question of the constitutionality of doing this 
does not belong to the subject of the present treatise. 

With respect to a free trade in banking, it i^pears to me 
very evident that all the disadvantages which have been 
specified, of the multiplication of banks of circulation, would, 
in consequence of its introduction, be carried to an extreme. 
Paper money, of even the smallest denominations of valod, 
would be, in every village, and in every neighbourhood, 
issued profusely, and not by the most re^ponribk iodividoaki 
only. The specie of the country would thus be expelled from 
the circulation ; which, I may say, would necessarily fa& into a 
state of complete anarchy. In so far also as,-— on the occor- 
rence of a suspension by the banks of specie payments, and te 
consequent practical repeal for a time of the laws against the 
general issuing of paper money,— -experience among ourselves 
of the readiness vrith which the promissory notes of company- 
lively irresponsible associations of men, and even of irrespon- 
sible individuals, have entered into the circulation, throws light 
on what would take place in a state of things veere every one 
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would be at full liberty to put forth his notes on the condition 
of paying them in specie on demand^ — my reasoning will 
acquire additional force. 

In objecting to a free trade in banking, so long as every 
hanker is permitted to add to the paper money of the country, 
I make no account of the evils manifestly resulting from the 
act, or process, of introducing it. Here, as in almost all the 
cases which can, by possibility, come under the cognisance of 
the political economist, the evils, incidental to a transition from 
one state of things to another, can be almost entirely avoided 
by simply making the transition sufficiently gradual. 



CHAPTER XVI. 

UABnJTT or A CURRENC7 TO BB MORE EXPANDED OR CONTRACTED^ 
ACOORDIHG AS IT CONSISTS IN A GREATER DEGREE OF PAPER 
XONE7 — ^DfFERBNCB TO BE DRAWN. 

On a review, now, of all that has been stated, in the present 
book, concerning the relative advantages of a bank note and 
of a metallic currency, I am not sure that I would not prefer 
(Mie composed exclusively of the precious metals, if no other 
choice presented itself excepting a currency like that which 
exists, or to speak more correctly, like that which existed in 
the country previous to the late suspension of specie payments^ 
with all its liability to give occasion to such an event. 

But our choice is fortunately not confined to so narrow 
bounds. By prohibiting the circulation of bank notes of the 
smaller denominations, we would have a mixed cwrency ; 
which we may readily conceive to be preferable to .one com- 
posed either exclusively of paper money, or exclusively of the 
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precious metals. In proportion as the paper part of the cur- 
rency is diminished in amount, ^ill the whole of it possess in 
a less degree the dasticity of a medium of exchange that is 
supplied altogether by the banks. An extraordinary demand 
for specie to be exported abroadi or for any other purpose, 
will not require so great a curtailment of bank accommoda- 
tions. Here, however, it may be said that the supposition of 
a mixed currency being preferable to one altogether metallic, 
implies a superiority of paper over hard money, and conse- 
quently, whatever this superiority may amount to, that it will 
be augmented just according as the currency approaches to a 
purely paper condition. If this view then, of the nature of a 
mixed currency, be a correct one, we shall be again reduced to 
the dilemma of choosing between an exclusively metallic and 
an exclusively paper currency. That it is not a* correct one, 
I shall endeavour to make distinctly appear to the reader. 

While the advantages which paper money possesses over 
hard money in other respects, — ^granting, for the present, an 
excess of advantages above disadvantages to exist in the case, 
— ^will be proportional to the quantity of paper money in cir- 
culation ; there is one disadvantage necessarily to become of 
greater account than in proportion to the augmentation of 
such money. In order to explain the disadvantage to which 
I am adverting, let us look at an instance or two of an aug- 
mentation of it occurring. Let us, first, suppose the specie 
circulating in a particular country tp amount to a million of 
dollars, and the paper money to be a like sum in bank notes 
of the higher denominations. If in this state of things, a 
demand for 9100,000 in specie be made, that it may be 
exported from the country, or for any other purpose, the 
circulation will be diminished to a greater extent than that 
sum ; and although there may be but few of my readers who 
will not be prepared to assent at once to the correctness of this 
result, — for the sake of these few, I shall exhibit the steps by 
which it will be brought about. The sum required will not 
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be wholly taken from the specie in circulation, but a part of 
it will be drawn from the banks. For were the specie alone 
which circulated reduced in amount, the consequence will be 
that an undue amount of the whole circulating medium would 
consist of bank notes. A demand would be made upon the 
banks for specie in exchange for a portion of them ; by which 
means the proper proportions would be again restored between 
the difierent kinds of money. But, it is scarcely necessary to 
remark, from the very moment when the demand of which I 
first spoke shall have occurred, specie will be drawn from the 
banks, as well as from the specie actually circulating, to supply 
it ; and the proportion of hard money to paper money will be 
preserved nearly uniform, during the whole period of the 
abstraction of the specie demanded. How much of the specie 
abstracted will be taken from what is in circulation, and how 
much frpm the vaults of the banks, will depend on the propor- 
tion which the whole of the specie in the possession of the 
banks bears to the amount of it which circulates. In the case 
I have supposed, if we assume the specie of the banks to 
amount in value to one half of the notes they have issued, it 
will appear, by a very simple calculation, that a third part of 
the specie required, or $33,333 vnU be drawn from the banks, 
—-that the paper circulation will be, consequently, $66,666 
less than before, — and that the whole circulation will be 
reduced $133,333. 

Now let us examine another instance. Still supposing the 
specie demanded to amount to 9100,000, and the whole cir- 
culating medium to two millions of dollars, and supposing also 
the same proportion as in the preceding instance of the circti- 
lation of the banks to the specie on which it i^ based, namely 
that of two to one, — ^let the specie circulating amount to two- 
fifths of a million, and the paper money to a million and three- 
fifths of a million of dollars. The like calculation as before 
will shew us that the 9100,000 in question will be taken, one 
third from the specie circulation, and two-thirds from the 
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■pecie of the banks, and that the whole sum by which the cir« 
culation will be lessened will amount to •166,666. 

If we compare together the two instances which have be^i 
stated, of the effects produced upon a mixed currency by the 
occurrence of an extraordinary demand for specie,' and note, 
besides, that the contraction of the currency, if this had con- 
sisted only of specie, would have amounted just to $100,000, 
the following inference will present itself, — that the additional 
contraction of it, resulting from the substitution of bank notes 
in the place of specie, is not greater merely in exact proportion 
to the augmented quantity of the paper money in the currency, 
but that the extent of the contraction increases more rapidly 
than the quantity of paper money does. The same inference, 
too, may be deduced fnom a comparison of any other instances 
of the kind which may be examined. Conversely, we may, 
of course, infer that the expanMumM to which a mixed currency 
is liable, beyond those of one consisting entirely of specie,will 
augment more rapidly than the bank paper which may be suc- 
cessively substituted for specie in the currency. 

The conclusion follows that, however the advantages may 
otherwise preponderate over the disadvantages of a circulation 
of bank notes, we have here a reason why the community will 
be liable to suflbr inconveniences, and will therefore from time 
to time actually sufler them, to an extent more than propor- 
tional to the paper money substituted in the circulation fat 
specie. And we are now entitled to consider the proposition 
as proved, — that, verypombly^ a currency composed, in cer- 
tain proportions, of specie, and of paper convertible into specie 
on demand, may be preferable to one containing either less or 
more of specie. 

This proposition, indeed, would still hold good even though 
the liability of the currency to extraordinary expansions and 
contractions, arising out of the substitution of paper money 
for q)ecie, did not increase any faster than such substitution ; 
and for this reason, that a double contraction of the currency. 
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as every practical banker or man of business know8» is pro- 
ductive of much more than a double amount of inconvenience 
and distress, among the merchants, and the community at 
large. ^ 

But notwithstanding the posiibSity has been established of 
a mixed currency, of a paper money issued by the banks and 
of specie, being of more advantage to a country than one of 
either of these separably, it would be very difficult to prove» 
a priori^ that such is in fact the case. With all our experience, 
also, on the subject of banking, we find the opinions of the 
most intelligent men in the community ranging through the 
whole extent of the interval between an exclusive bank note 
and an exclusive specie circulation. And, indeed, to determine 
the peculiar constitution of the most desirable currency, 
whether composed in part of bank notes or not, — having an 
especial regard to the rendering a given portion of it, as nearly 
as possible, always of the same value, — ^is, at present, truely the 
great deaderatum in our science. It may be added that the 
difficulty of doing this can only be adequately aj^reciated by 
those who have made political economy their particular study. 
They too, will hesitate to pronounce a positive judgment con- 
cerning any course of legislation which may be proposed for 
the purpose, where the mere zealots of a party will be prompt 
(o dogmatise on the subject 
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very few officers in addition to those already employed in the 
treasury department This additional patronage, besides, 
must surely be regarded as altogether insignificant in com- 
parison with that which the government may be conceived to 
exercise under any supposable connexion of it with a number 
of deposite banks. 

Were there no banks of issue in existence, and therefore no 
such things as bank notes, it is easy to understand how the 
treasury notes in question would enter into the circulation, and 
what would determine the extent in which they would do so. 
Receivable as they would be for taxes, and not bearing any 
interest, there can be no doubt that, in the absence of bank 
notes, their superior convenience to specie for remittance to a 
distance, as well as for making considerable payments, would 
give them a preference with the merchant, and that, for this 
reason, they would in certain parts of the country command 
a premium in the market So long as this state of things con- 
tinued, while specie would be flowing into the public treasury* 
the treasury notes would be passing into the circulation. At 
length, however, as much of this paper money as was required 
for the convenience of the merchants will have been issued ; 
when, if more of it be issued, it will only be to be speedily 
returned by the tax payers. 

Next, the limit of the government issues having been reached, 
as determined by the convenience of the mercantile commu- 
nity, suppose a demand for specie to occur, and let us see 
what will happen. People generally will choose to pa^ their 
taxes in treasury notes rather than in specie ; and the credi- 
tors of the government will ask for specie instead of treasury 
notes. The circulation of these last will, in consequence, 
become contracted ; the whole circulating medium being at 
the same time diminished precisely to the extent of the extra* 
ordinary demand for specie. Everything, also, will take place 
jn a contrary direction, oh the supposition of a less demand 
for specie than usual We shall then, manifestly, have a 
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circulating medium, susceptible of neither more nor less of 
expansion and contraction than one that is composed exclu- 
sively of the precious metals ; and which has this advantage 
oyer one so composed, that it is more convenient for making 
payments of a large amount, and for remitting money to 
distant places. 

For these advantages in our system of paper money, we 
shall have sacrificed nearly all those which arise from the 
dispensing altogether with the use of the precious metals as 
money, to an amount equal to the value represented by the 
paper substituted instead of them in the circulation. This 
will be the case because the specie withdrawn is retained in 
the cofiers of the government, and not, as is usually the case 
on the issue of paper money, diffused throughout the commer- 
cial world. The value of the sacrifice thus made may be 
approximately estimated, as has before been stated, by the net 
profits of the banks of the country above the ordinary interest 
of money, — a sacrifice which, I am disposed to think, will be 
regarded by the reader to be of less account just in proportion 
as he reflects upon the subject. 

fiut it is not at all indispensable that the whole of the specie 
received by the government should be retained in its posses- 
sion unemployed. One-half, or one-third, or any other pro- 
portion of it, may be employed in purchasing its own 
obligations, or, when there is no natiohal debt, in purchasing 
the obligations of the different states of the union. The specie, 
thus disposed of, will now take the same course with specie 
iivhich is liberated from the circulation by the issue of bank 
paper ; and the advantage to the country of such a disposi- 
tion of it will be an accession to the national wealth of an 
amount of commodities other than money, equal in value with 
that of the specie whose use has .been dispensed with, and 
which, for this reason, will cease to be reproduced. On the 
imtroduction of the system in question, it would be expedient 
to err in having an unnecessary reserve of specie in the public 
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treasury in order to guard efiectually against the contingency 
of the government being obliged to stop specie payments* 
After it had been for some time in operation, experience 
would enable us to determine very nearly what should be the 
minimum amount of specie to be reserved. A circulating 
medium Uke this would have every advantage which is pos- 
sessed by any that can be furnished by the banks, and without 
any counterbalancing disadvantage. 

Should the plan of issuing it, as above stated, be objected to 
on account of the^r^^ issues being proposed to be made on no 
specie basis actually provided by the government, the objec- 
tion could easily be got over by so modifying the plan as to 
require the procuring, in the first instance, by taxation or 
loan, of such a specie basis as is desirable, previous to the 
making of any issues whatever of treasury notes. This 
objection, however, is in my opinion of no weight. Even if 
a certain amount of these notes were to be issued before any 
of the specie to be received in payment of taxes had been 
actually paid into the public treasury, they would have been 
issued on the credit of the government ; and if the expend- 
itures annually authorised by Congress were invariably limited 
by the estimated receipts within the year from the diflerent 
sources of the public revenue, that credit can scarcely be sus- 
ceptible, under any circumstances, of being impaired. 

I have supposed only a certain exact proportion of the 
specie which may come into the possession of the govern- 
ment to be reserved by it in order to secure itself against a 
suspension, on any emergency, of specie payments. But 
if any one prefer the rule to be that the specie reserved 
should be made to bear a certain exact proportion to the trea" 
sury notes which shall have been issued^ I would cheerfully 
acquiesce in this modification of my plan. Perhaps, indeed, 
this may be in a slight degree the preferable arrangement 

To omit any farther mention of objections to it founded on 
the mistaken notion of its having a tendency to add to the 
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patronage of the executive department of the general govemr 
ment, I know of no others which can be adduced, with any 
plausibility, against the expediency of its adoption, excepting 
such as have reference to the introduction of it in place of 
our existing system of a bank note circulation, of the benefits 
derived from which so many even of our most intelligent 
citizens entertain the most exaggerated opinions, and which 
so many are disposed to identify, most absurdly, as I have 
shewn, with the credit system, — and excepting such objections, 
too, as are founded on its inconsistency with the existence at 
any time of a surplus revenue. 

How to pass from our present bank note circulation to the 
one above described will be a subject of inquiry as we pro- 
ceed. In respect to the system of credit, it may be observed 
that, so far from being in the slightest degree impaired by the 
abolition of banks of issue or of circulation, the greatest 
obstacle will have been overeome to the removal of all 
restrictions on the lending of money ; and there will then be 
no reason why every individual in the commumty, who may 
think it to be for his interests to do so, might not be permitted 
to engage in the business of banking, with the exception alone 
of issuiqg notes payable to the bearer on demand, just as he 
is now at liberty to engage in any other branch of business 
vnthout first asking the consent of the government. 

Objections, to the scheme of a circulating medium, of the 
nature described in the present chapter, which are founded on 
the accumulation of a surplus revenue, and on the consequent 
mass of specie coming thereby into the possessicm of the 
j^ovemment, and having to be disposed of by it^ need not be 
sufiered in the least to disturb us. Not to speak of a disposal 
to be made of the surplus revenue by the purchase of the 
difierent state obligations or stocks, or what amounts to the 
same thing, by lending to the difierent states, I may reply 
that, after the experience we have had of the evils of which, 
in more ways than one, a surplus revenue is productive, — 
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although 0OB»e of these could not again secur if our present 
banking system were abolished^ — there ought to be no ques- 
tion among us of the propriety of reducing the public revenue 
to the exigencies of the government, and of thus preventing the 
existence of any surplus in future. And besides this being a 
sufficient rejdy to the objections now under consideration^ — 
that the existence of a surplus revenue should be in any 
degree inconsistent with a fair experiment for supplying a 
better currency to the country, will be an additional reason 
with many for being hostile to the accumulaticm of such a 
revenue. 
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OOUVTRV. 

Thb remark can scarcely be repeated often enough that, 
however beneficial any proposed change in the policy or 
government of a country may be, it may not unfrequently be 
productive of evils, on its too sudden introduction, which will 
more than compensate the good which it is fitted eventually 
to conliNr. It is firom a fbrgetfulness of this important princi- 
ple that the more zealous, and, at the same time, inconsiderate 
portiont of the fiiends of political improvement, are occasion- 
ally reiuly to plunge into all the miseries <^ a reooftilion, when 
the object in view could be much more eflbctually, and more 
speedily too, attained by the exercise of argument instead of 
violence. Those friends of improvement to whom I have 
been adverting are also apt to forget that it is seldom « chaiige 
of any kind, in the political or social relations of society, can 
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be beneficially carried into execution, before public opinion, or 
at least that of a majority of the individuals who are cluefly 
concerned, can be induced to declare decidedly in its favour. 
And there is, besides, another reason which should always 
operate, with the intelligent and philanthropic portion of the 
community, to check every disposition on their part to disturb 
too rapidly the subsisting condition of things around them ^-^ 
I mean the very natural tendency of the minds of most men 
to confound the immediate with the ultimate etkcts resulting 
from the action of any cause. By advancing without suffi- 
cient caution, even in the right direction, the *^ evils of change** 
may, quite possibly, be of such magnitude, and endure so 
long, as, in consequence of this tendency, to generate a feeling 
in the community adverse to the most desirable alterations in 
government or policy, and sometimes to constitute a pretext, 
if not a real ground, for a reaction in a direction opposite to 
the true one. On the contrary, let any one only appreciate 
and be guided by the considerations which have been exhibited 
for not changing rashly the established order of society, and 
though he should be an extreme *' radical** in hb political 
opinions, — ^if, indeed, this epitfiet may not be regarded as mis- 
applied to such a person, — he might, notwithstanding, be more 
of a " conservative** of every thing truly deserving of con- 
servation, than are those rigid conservatives, so called, who 
exclaim vehemently against every proposed abrogation of 
abuses, however flagrant these may be, as an act of treason 
to the public welfare. Such men are often the most efficient 
revolutionists. They are to be found constantly occupied in 
revolting the feelings of the people among Whom they live, 
and in thus diffiising a more general spirit of oppositk>n to all 
•ziMlug institutions. 

Bearing in mind die observations which hate just been 
made, I observe that it Would not be diffieidt to pass from 
our existing banking system to a purely metallic currency, or 
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to the monetary system which has been recommended in the 
preceding chapter. 

First, the legislature of each of the states may prohibit, at 
the outset, the circulation, after a certain date, of all bank 
notes of the lowest denomination which is actually permitted 
to circulate. It might then prohibit, after an interval, the 
circulation of bank notes of the next denomination above the 
lowest And so it might go on, until the occupation of the 
banks, as banks of circulation, was wholly taken from them ; 
the whole process being extended through such a period as to 
prevent the community from being subjected to any extraor- 
dinary inconvenience; and to avoid infringing upon any rights 
which the banks may possess under their existing charters. 

Secondly, the legislatures of the states, while they shall 
refuse to incorporate any new banks, may also refuse to renew 
the charters, as they expire, of those already existing ; or, 
where they expire in too rapid succession, they might be 
renewed for a suitable period only, the capital of each bank 
being, at the same time, reduced in amopnt Every precau- 
tion, too, should be taken against the over-issues of those 
banks which shall be the last to exist. For in the process of 
reduction, the banking capital of the country,— especially if 
the treasury notes in circulation should be only of the higher 
denominations, for which, howe^r, there is not the least 
necessity, -^may be so small in comparison to the amount of 
specie which circulates, as to tempt the banks to issue their 
notes imprudently, and to incur the hazard of becoming 
bankrupt But if the withdrawal of the smaller denomina- 
tions of bank notes shall be made to keep pace with the 
(MmiDishjng of the capital employed in banking, the proba^ 
bility of any thing of the kind just mentioned taking place 
will be little greater than it is under ordinary circumstances. 

Thirdly, a bonus, say in the form of a per oentage on its 
capital, may be exacted on the incorporation or re-incorpora« 
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tion of every bank ; and if the profits of the bankers, over 
and above the per centage exacted by the government, should 
be only equal to the ordinary interest of money, no motive 
would exist for investing any more capital in banking rather 
than in any other business. Hence, it is evident, the bonus 
exacted might be so adjusted, that bank after bank should 
cease its operations, and eventually none should remain. The 
objection to this mode of eooiinguisking our present banking 
system is, that, in the latter stage of the process, the temp- 
tation to the banks would be very great to issue their notes so 
extensively as to impair their credit, in order that they might 
thereby be enabled to realise enough to yield to the stock- 
holders the ordinary returns, after providing for the increased 
demands of the government This temptation may, indeed, 
be met by extraordinary precautions and penalties, to be 
applied by the legislature. Since, nevertheless, it cannot but 
be stronger than any temptations to which the banks would 
be subjected in the mode just ))efore described of getting rid 
of them, that mode must be regarded as the preferable one of 
the two. 

When the new currency shall have been, thus gradually, 
substituted for the notes of ouf preisent banks, it may be men- 
tioned that the banks (of deposite and of discount) which will 
remain, and which, on the principles of an unrestricted com- 
petition will be multiplied in number according to the wants 
of the comnAity, will, in addition to the peculiarity of their 
issuing no paper money of their own, transact the deposite 
part of their business diflferently from what is now universaUy 
the case in the United States. Owing to the monopoly of' 
privileges enjoyed by the banking institutions of the country, 
none of them find it necessary, for obtaining the deposites of 
individuals, to pay them any interest for their money. But 
under a system of free trade in banking, — as banking would 
then be understood, — while the bankers will be charging the 
market rate of interest for the money which they lend out to 
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Others, they will, very naturally, be willing to borrow money 
from those who may have it to lend, or, what is the same 
thing, to receive the deposites of individuals, at a scmewhai 
lowei rate of interest This is, in fact, the general practice 
throughout the continent of Europe. 

If any of my readers have still doubts concerning the 
expediency of a free trade in banking, and in money generally, 
when the banks shall have been deprived of the privilege of 
issuing promissory notes payable to the bearer of them on 
demand, his doubts, I hope, will be^entirely dissipated before 
he shall have finished the perusal of the present book. 

I have said that it would not be difficult to pass from our existp 
ing banking system to a purely metallic currency^ or to one 
composed in part of the precious metals, and in part of treasury 
notes or drafts. The difficulty alluded to was of a politico* 
economical description. Political difficulties, however, inter* 
vene, of a nature, practically speaking, altogether insuperable 
without an alteration of the constitution of the United States. No 
one of the states t^an be expected to abolish the existing banking 
system, or even to take many steps in prohibiting the issue of 
bank notes of the lower denominations, so tong as the same 
measures are not adopted contemporaneously by the other, 
and especially by the neighbouring states. Though New 
York, for example, were to act in the manner suggested, the 
paper money of New Jersey or Connecticut niight circulate 
extensively in the former state, in the place of Wb bank notes 
excluded ; and the intended efiect might, in consequence, only 
very partially ensue; But this is not all. The profits of banking, 
beyond the ordinary returns to the capital, properly so called, 
of the banks which operate within its bounds, will be transferred 
by the state of New York to those of Connecticut and New 
Jersey, without any advantage being derived by it in return, 
— with the disadvantage^ indeed, of its possessing a less 
secure currency than it had before ; — ^less secure because such 
a currency circulates at a more remote distance from tbe 
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source whence it is issaed, and is therefore liable to be issued 
more abundantly than its specie basis will justify ; and less 
secure, too, because it will be more subject to being counter- 
feited than a paper money which is payable nearer home. 

The obvious and the only remedy, for the difficulties just 
considered, lies in an amendment of the constitution, which 
shall take from the states the power of incorporating banks of 
circulation, — and which, in my opinion, ought equally to pro- 
hibit the issuing, by individuals or companies of individuals, of 
a paper currency, or, in other words, of promissory notes 
made payable to the bearer in specie on demand. 



CHAPTER XIX. 

SDSTBVSIOV OF SPSCIB PATMEITTS B7 THB BAVK8. 

br discussing the subject of banking, I have supposed the 

, banks to be held strictly to the obUgation of paying specie for 

their notes on demand. But such has not always been the 

case. As well in Great Britain as in the United States, a 

suspension of specie payments on their part has occurred, and 

has continued for a considerable time ; — in the former country, 

by means of an act of parliament, for so long a period as from 

1797 to 1822 ; and in the latter, from 1814 to 1817, without 

the direct interposition, for the purpose, of the legislature, — 

'which had, indeed, no constitutional authority to loosen the 

obligations of creditors to their debtors, but yet as a conse- 

quencei in a considerable degree, of the measures adopted by 

it in a time of war.* 



WIS writtflD befcue the nupension of specie payments hj oar banks in 
May of the last jeor. 
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Before the first occurreDceof such a suspension of specie pay- 
ments, an impression prevailed very generally, even among that 
portion of the community who might be thought to be the most 
competent judges of the matter, that the credit of bank notes, 
if not entirely prostrated by such a measure, would be exceed- 
ingly depreciated by it On the contrary however, the notes 
of the Bank of England continued for some time to have a 
market value, when compared with gold and silver, not very 
different from their former and professed value. An immediate 
inquiry into the causes of this extraordinary phenomenon very 
naturally took place ; and not only were those causes satis- 
factorily traced and explained, but the science of money, as 
of political economy in general, then received a renewed 
impulse. 

Those of my readers who have made themselves masters 
of the preceding chapters of this book will find no difiiculty in 
comprehending how it is that, when the banks refuse to pay 
specie for their notes, these may, notwithstanding, continue to 
circulate, and to perform all the functions of money, without 
their value being in any remarkable degree, and indeed with- 
out their value being in any the slightest degree, injuriously 
nSecXed. To make this quite apparent, it will suflEice for me 
to repeat^ that, from the very nattire of banking, the immediaU 
payment in specie of all the bank notes in circulation, on being 
presented by their holders for the purpose, would be an 
impossibility ; and that they are, in despite of this circumstance, 
regarded as equivalent to specie, and as, generally spesdLing, 
a more desirable circulating medium than specie. It will be 
recollected that their credit, in reality, rests on the whole 
amount of the property supposed to be owned by the parties 
who issue them, as also on the comparative rapidity virith 
which the value of that property can be realised in money, and 
a speedy redemption of the notes by this means secured. 
This last condition too, it is evident, may be overlooked, pro- 
vided the former exist to a suflicient. extent, and providedt 
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moreover, there is no exception to the general non^yment, 
by the banks of a country, of specie for their notes. The 
sup^erior convenience of bank notes will, in general, secure 
their continued circulation, without their depreciation in value, 
. until they are issued so abundantly as to expel all the specie 
previously circulating. 

The suspension' of specie payments will, however, take from 

the banks every motive, short of an apprehension of impairing 

the confidence of the community in their stability, to limit 

their issues of paper money. The checks too, which are 

administered by them to one another, will be almost entirely 

removed, — ^founded chieifiy, as those checks were shewn to be, 

on the convertibility into specie of the notes of each bank. 

As a consequence, the country will be flooded, and unequally 

so, with paper money. And notwithstanding the possibUityt 

above exhibited, of bank notes not depreciating after they 

have ceased to be convertible into specie, they will- infallibly, 

sooner or later, in fact suflfer depreciation, unless some other 

checks to their being unduly issued be applied, in place of those 

ipvhich have ceased to operate. 

On account of the existence in Great Britain (through the 
influence of the government on the Bank of England, and, in 
its turn, of the bank of England on the country bankers) of 
other checks to the extravagant issues of paper money, in a 
degree considerably greater than in the United States, — at the 
periods of the respective suspensions of specie payments ^i 
the two countries, — the depreciation of the bank note currency 
at no time extended as far in the former country as it, in most 
instances, did in the latter. 

By the depreciation of paper money, it has been intended to 
denote its depreciation below its nominal value in specie. But 
here we may be reminded of the possibility of specie, or what 
amounts to the same thing, of bullion, appreciating in value $ 
and that the depreciation of the paper money may therefoHB 
be, either wholly, or in part, merely apparent A case can 
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easily be imagined of a simultaneous change in opposite 
directions in the value of the inconvertible paper money^ and 
in that of gold and silver. An extraordinary enhancement 
of the value of these metals may have taken place on the 
faOure of their supply from the more fertile mines, in conse- 
quence of the long continuance of civil commotions in the 
region where these mines afe situated, as was the fact in 
Mexico and in South America, during a considerable period 
in the present century; — or it may for a certain time be 
owing, and this in no slight degree, to the breaking out of aa 
extensive war among the principal nations of the v^orld. The 
effect of its occurrence on an inconvertible paper currency will, 
of course, be to make that currency depreciate in value when 
compared with the value of bullion. And should the banks, 
in this state of things, issue an unusual quantity of their notes, 
there will also be a real depreciation of them. It must, 
however, be quite obvious that the possibility of the deprecia- 
tion being real only in part cannot affect the correctness 
of the conclusions which have been deduced, as to the 
tendency of all inconvertible paper money to be issued in 
excess. 

As the banks of a country increase their circulation, will 
their gains be likewise increased. When, therefore, the check 
of being obliged to pay specie for their notes is once removed, 
there will be no desire on their part to have it replaced, and 
DO efforts will be made by them voluntarily to resume specie 
payments. To bring about this measure, they must be 
operated upon from without The only forces^ too, which 
can be effectually invoked for this purpose are the force of 
puUic opinion and that of the legislature ; and the former of 
these merely on account of its influence on the action of the 
latter. A remote expectation or apprehension of. what the 
legislature may possibly do to their prejudice will scarcely 
accomplish more with the banks than to induce them not to 
carry tlieir expansions beyond a certain amount, — an amount 
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already much too large. In order to compel ihem to contract 
their issues and to resume specie payments, the legislative 
bodies, whose creatures they are, will, in most cases of the 
kind, find it necessary to pass some act imposing a pecuniary 
penalty upon them, or declaring their charters forfeited, in 
the event of their not resuming specie payments by a certain 
day, and^of their not thereafter continuing uninterruptedly to 
make payment of their notes in specie. It is the province, I 
may add, of our diflerent state legislatures, acting separately 
or in concert, to control the circulation of the paper money 
which they have authorised ; and it will be time enough for 
the community to look to the Congress of the United States, 
rather than to them, for bringing about a return by the banks 
to a payment of their notes in specie, after payment of their 
notes has for a while failed to be made, when the states shall 
have resigned the power they have hitherto exercised -of 
incorporating banks of circulation, and the government of the 
Union shall have assumed to itself the regulation of the cur- 
rency of the whole country, agreeably to the spirit and intent 
of our existing Constitution. 

Sonne individuals who have entertained exaggerated notions 
of the advantages derived to a community from the substitution 
of a paper for a metallic currency, and who have been desirous 
of still farther multiplying those advantages, by dispensing 
with the necessity of retaining any specie in the banks for the 
purpose of redeeining their notes, have occasionally pro- 
posed various plans for carrying on the business of banking, 
so as to maintain a bank note circulation professedly not 
subject to be redeemed with specie. A favourite plan has 
been to issue notes representing property in Zamf, and to limit 
at the same time the notes issued to a certain amount, when 
compared with the property represented by them. There are 
several objections to the execution of every such scheme. 
The most important one,*-one, also, which may be regarded 
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as of itself decisive against it, — is the practical difficulty of 
maintaining the limit prescribed to the amount of the issues 
to be made. Should it be argued that laws may be passed, 
with sufficient penalties annexed to them, to prevent the 
parties who shall be authorised to issue paper money, from 
going beyond the prescribed limit, the reply is that the danger 
to be apprehended exists chiefly in a very different quarter. It 
is the government, whether of the states or of the whole Union, 
as the case may be, which is likely to be the great trespasser. 
Banking privileges, of the kind now under consideration, will 
be asked of it without end, and inducements for granting 
them will be held out which it will be scarcely able to resist ; 
and the circulating medium wiU thus be continually extended^ 
and a given portion of it, therefore, more and more depre- 
ciated in value.* This will happen, too, almost as fast as if 
the government had exercised the power of emitting bills of 
credit without any limitation as to quantity. 

To what has been mentioned concerning a circulating 
medium not based on the precious metals, and i^ no wise 
representing them, I may add that, if its introduction were 
practicable, as well as in other respects to be desired, there is 
one advantage those metals would have over it, — ^an advan- 
tage that would, of course, be partaken of by every currency 
representing them, — ^which might, notwithstanding, turn the 
scale in their favour. Perhaps of all commodities, gold and 
silver are those whose value is the least subject to variation 
during comparatively short periods of time, such as a few 
years. This circumstance fits them, in a peculiar manner, to 
become the measure of value in the case of almost all con* 
tracts. And indeed, even though the circulating medium 
9hould be constituted wholly of paper money having no direot 
reference to either goU or silver, it would be expedient, vrith 
a view to guard as much as possible against the necessity of 
discharging the contracts which have been entered into by 
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the payment of a less or of a greater value than that bargained 
for, to specify particularly that they should be discharged with 
specie or bullion. 



CHAPTER XX. 



PBBASSMSHT OF THE CURRENCT. 



It is not only by their action on the banking system of a 
country that the rulers of nations have interfered with the 
medium for exchanging every thing else. They have, not 
onfrequently, exercised their prerogative of coining money, 
80 as to free themselves from the obligation of discharging 
the fidi amount of the debts incurred by them, or by their 
predecessors in the government, for professedly public or 
national purposes. The name before applied to a piece of 
money, containing a certain quantity of gold or silver, has 
been subsequently applied by them to one containing only a 
half, a tenth, or even a less proportion of those metals. 

That it would be a fraud on the part of the government to 
pay its creditors, and to enable debtors generally to pay their 
creditors, in coins which have been debased in the manner 
described, must be sufficiently obvious to the reader to require 
no illustration. 

Latterly, however, governments have preferred, when 
pressed by financial difficulties, and when they have not 
been over-scrupulous to avoid any hazard of violating the 
rights of the national creditor, to issue bills of credit, or, in 
other words, to pay for the services of the persons in their 
employ, as well as for the purchases they may require to be 
made, by promises in writing to pay a certain amount of 
money at 9ome fiOure day. Bills of this description, — call 
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them treasury notes, assignats, or by whatsoever other naxne^ 
— are necessarily liable to be issued to the same, or even a 
still greater excess, than is an inconvertible bank paper- 
money. This last must, at least, be the case if the banks be 
not in a certain degi*ee, or wholly, under the immediate 
control or management of the government According as 
such bills of credit are issued to an extent ever greater and 
greater, they will become more and more depreciated in 
value ; and although the government of a country may, for a 
limited time, find in the employment of them extraordinary 
resources, they will at length be so much depreciated as to 
render it absolutely necessary to recur to taxation exclusively, 
in order to provide for the public expenditure. I say to taxa- 
tion exclusively, because it is manifest that when a govern- 
ment, in the general opinion, is so utterly bankrupt that its 
promises to pay are regarded as of little or no value, it will 
certainly be altogether out of its power to procure a loan 
from any quarter whatever, — at least any but forced 
loanSf which is merely another name for a certain unequal 
species of taxation. 



CHAPTER XXL 



OS THB IHTEREST OF MOSBV. 



Besides affecting by their legislation the amount of the 
circulating medium, governments have passed laws limiting 
the interest to be received for money to a rate below what it 
would be, or what it would frequently be, if left to be deter- 
mined by a free competition between the lenders and the 
borrowers in the market; and they have even forbidden 
altogether the lending of money under certain cixcumstanees. 
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as, for example, has been done by the '^ restraining laws" of 
the state of New York. After what has been said in the 
foregoing pages concerning money and capital, I need hot 
undertake to show that every difficulty thrown in the way of 
their transfer by loan, from one individual to another, 
must tend to retard the progress of national wealth, by 
preventing them from being employed as productively as 
they might otherwise be. 

The legal limitation of the interest of money calls for some 
remark. But it is expedient, in the first place, to understand 
distinctly what the circumstances are which, independently of 
the action of the government, determine the rate of interest. 
I shall, accordingly, now inquire into these. 

If money were never borrowed excepting to be employed 
productively, and if the ordinary profits of capital were the 
very same in all the various branches of industry, the interest 
of money would, obviously, be determined by the rate of 
profits. Were this rate, for example, ten per cent, that of 
interest could not be, and remain, at nine. A dollar upon 
every hundred dollars borrowed by any capitalist would, in 
that case, be acquired by him, as it were gratuitously, beyond 
the compensation which he is entitled to *for his labour of 
management, or superintendence, of the capital borrowed by 
him. It is evident that the borrowers of money will then 
desire to borrow it to a greater extent than before, and that 
others who hitherto may have abstained from borrowing will 
compete with them for loans in the money market, until the 
rate of interest shall have advanced to ten per cent. And 
had we, on the contrary, set out with supposing the rate of 
interest to be higher than the ordinary rate of profits, less 
money will evidently be borrowed than before, till interest 
and profits are again brought to coincide. 

But there is not one rate of profits, — ^natural rate, of course, 
is meant, — in all the various applications of capital Which, 
then, of the actual rates must be taken as that by which the 
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interest of money is detefmined 1 I would say the higher 
rates ; for if, at any time, the lower rates corresponded with 
the rate of interest, it seems to me there would be no doubt 
that the capitalists who are receiving the larger profits would 
offer to borrow money to such an amount as to cause interest 
to rise. Be this, however, as it may, it is certainly correct to 
speak, in general terms, of the interest of money being deter- 
mined by the profits of capital ; and on the other hand, when 
we are told what the interest for money borrowed is, in a 
particular period or country, we shalt have an appracimaie 
measure, at least, of the general rate of profits. 

I need scarcely mention that I have been taking for 
granted the entire security of property, as well as the non- 
interference of the government with the right of individuals 
to dispose of their property, including money, as they may 
deem to be most conducive to their own advantage. Where 
these conditions are not fulfilled, where the state of society is 
so lawless as to subject the possessor of wealth, and especially 
of moveable wealth, to the depredations of his fellow-meoi or 
where the highest interest for the use of money which can be 
lawfully received is lower than the general rate of profits,— 
little or no money will be borrowed, on the supposition of 
money being never borrowed except with a view to repro- 
duction* 

Moreover, if all payments of money for commodities 
purchased were cash payments, the only reason which I can 
conceive for borrowing would be for the purpose of specula- 
tion. When the prices of commodities are expected by the 
speculators to rise, they will desire to purchase more exteoh 
sively than usual, and they will make a greater demand for 
money. On the principles of supply and demand, the interest 
to be paid for its use will, in consequence, be temporarily 
enhanced. An opposite efiect will ensue from an eiq)ectation 
of a fall of prices. These temporary efi&cts, occurring, as 
they will do, sometimes in one, and sometimes in another, of 
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two opposite directions, can, very plainly, produce no change 
in the average or ordinary rate of interest, determined, aa 
this has been shewn to be, by the general rate of profits. 

A certain portion only of the payments of the community 
is, however, made in cash ; which portion, too, is commonly 
less in amount, according as the community has more of a 
mercantile character, and according to the degree in which 
punctuality generally, in the discharge of pecuniary obliga- 
tions, is secured by the laws, or by the influence of public 
opinion. The demand for money, in order to discharge such 
obligations, may cause the interest paid for its use to rise, at 
times, considerably above the ordinary rate; and if the 
government interfere in any way with the business of lending 
money,-^ither by prohibiting altogether the lending of it 
under certain circumstances, or by the branding of the taking 
of interest, beyond a specified amount, as icncry, and annexing 
to the doing so the legal forfeiture of the loan, — ^the interest of 
money may rise occasionally to a very exorbitant height It 
must then excted the interest which would otherwise be paid, 
by the amount of the insurance required to cover the risk of 
the entire loss of the principal lent, and must, besides, com- 
pensate the lender for the loss of social standing and respec- 
tability on account of his having violated the laws of his 
country and become an usurer. In addition to this, it may 
be mentioned here that, on the occurrence of a scarcity of 
money, or on a scarcity of it being apprehended, the interest 
asked for the use of it will advance more rapidly than would 
be the case were an entire liberty to be lAlowed to every one 
to do what he chose with his own money ; and after having, 
in the course of its advance, reached the limit fixed by law, it 
will be, obviously, at once enhanced in an extraordinary 
degree. Hence the policy of a repeal of the usury laws, and 
of a free trade in money, as in respect of every other commo- 
dity. 

While, however, avowing myself, in cpmmou with every 
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other political economist, to be hostile to all usury laws, I am 
not an advocate for their absolute repeal, so long as a limited 
number only of banking institutions exist in a country, pos- 
sessing peculiar privileges, and capable of combining together 
to diminish unexpectedly the quantity of money in circulation. 
The demand for it, when compared with the supply, will then^ 
very probably, be often such as to cause the rate of interest 
to rise exorbitantly high, and to enable the banks to realise 
thereby very undue gains, at the expense of the unfortunate 
•borrowers. To avoid these effects would indeed be easy, by 
limiting the rate of interest which the banks are permitted to 
receive. But there is another effect of an injurious character, 
which, so far from being avoided or diminished in any degree 
by this measure, wUl become aggravated in consequence of 
it The temptation, I mean, will be greater, on the part of 
the bank-directors, to borrow money for themselves, or to 
accommodate their friends with money from the banks, in 
order to lend it out afterwards to individuals at a higher 
interest In this view of the subject, I ought, perhaps, to go 
farther than to say that I am not in ftivour of an entire repeal 
of the laws against usury, under our existing system of bank- 
ing, — and to express my willingness to acquiesce in the 
continuance of those laws, until the power of regulating the 
currency of the country, by means of the emission of paper 
money, shall be taken from the banks, and an unrestricted 
competition shall also be permitted in the business of lending 
money. 

Where property Is insecure, not only will money, as has 
been stated, be rarelj^ borrowed for the purpose of being 
employed productively, but, when borrowed (which it may 
still be to a certain extent) to enable the borrower to fulfil hb 
pecuniary engagements or for purposes of speculation, it is 
clear that the interest paid for its use will comprehend, as 
wen the insurance against the risk of losing the principal, as 
the interest properly so called^— -in accordance with what was 
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shewn to be the case when the risk of loss arose from the 
operation of usury laws. * 

An objection to what has been delivered, concerning the 
ordinary interest of money, may possibly be founded on the 
very large profits which are sometimes asserted to be the 
ordinary profits of the capitalist While the rate of interest 
is, in a considerable portion of the United States, so low, on 
the average, as six per cent upon the principal loaned, we 
hear, in the same region, of ten or twelve per cent profits, 
and, in some instances of mercantile business, such as that 
of the apothecary or druggist, of profits even a good deal 
higher. This discrepance is, however, owing to the occa- 
sional, and indeed very general, confounding, under the 
common designation of profits, of the wages of superintend- 
ence and management with the profits of capital properly so 
called. 

I shall conclude what I have to say on the subject of money 
by noticing an errour, not unfrequently to be met with in 
respectable quarters. There are those who think that the 
interest of money depends upon the quantity of it in circula- 
tion. If, by thus expressing themselves, they merely meant 
that, other circumstances being the same, the interest of 
money would fall temporarily on the quantity of it in circula- 
tion being augmented, their meaning would be open to no 
criticism. Such, however, is not their meaning. They do not 
refer to any mere temporary changes in the rate of interest, 
which may be consequent upon a previous alteration in the 
supply of money. Their notion is that the interest paid for its 
use, — ^the ordinary interest, — ^will be high when the average 
quantity of money which circulates is comparatively small, 
and low when that average quantity is comparatively large; 
and the reason given by them why the interest of money is 
higher in one country than in another, — ^in the United States, 
for instance, than in England, or in England than in Holland, 
that these different countries are not all equally wealthy ; 
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which again is the same, with the persons now adverted to, 
as that money in those countries is not equally abundant It 
must be evident to the reader that this reasoning is unsound, 
as well as inconsistent with the doctrines which have been 
expounded in the preceding pages. The notion in question, I 
may add, has probably arisen from an observation of the 
actual efl^t of a diminution in the circulating medium in 
producing a very extraordinary, though temporary rise, in the 
market rate of interest And had those who entertain it only 
been, besides, aware of the fact that just in proportion as the 
circulating medium is diminished in quantity it will have its 
value appreciated, and the contrary when its quantity is 
augmented,-^or that it is always, taken as a whole, of the 
the same precise value, — ^they would have perceived clearly 
that the average, ordinary, or as it may be called, agreeably 
to the analogy of prices, the naltaral interest of money, must 
necessarily be independent altogether of the quantity of money 
in circulation.* 

* Tbrongfaont the diBCOMiaiis in which I have been engt^ concenung mcnej 
and banking, I may remark that I have made no acooont of one system of man- 
aging the currency of a ooontry having any advantage over another in the fiuali. 
ties which it may affivd Ibr regulating the domeetic or foreign exchanges of a 
country. Andlhavenot done so, becanse the best mode of r^ruUting these is Ibr 
the government, and the institutions created by it, to leave them to be adjnsted by 
the natorsl and unrostristed competition of the dealers in exchange. The rate of 
exchange willthen be a (me index of the state of trade, as well as a correct pcog*- 
noatie of aa iqipraacfaing expansion oroontnctioQ of the droahuingnndiiim. 
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BOOK FOURTH. 



ON THE PRODUCTIVENESS IN THE SAME DEGREE OF THE 
DIFFERENT BRANCHES OF INDUSTRY; AND ON THE INTER. 
FERENCB WITH THE NATURAL DISTRIBUTION AMONG THEM 
OF LABOUR AND CAPITAL. 



CHAPTER I. 

TBS QUSSTIOir or the peculiar PRODUCTIYEirESS or AGRICUL- 
TURE EXAMINED. 

The different modes have been mentioned in which govero- 
ments have interfered, or might be supposed to interfere, with 
the circulating medium of a country. But this is very far 
from being the only interference of it with a more natural 
state of things, which falls under the animadversion of the 
political economist. Indeed, the great errour of the rulers of 
mankind has hitherto been, that human happiness is, in a much 
more considerable degree than it really is, the result of legis- 
lative regulation* They have almost entirely overlooked the 
tendency of society, acted upon continually by the wants and 
consequent desires of men, to adjust itself naturally in the 
most advantageous manner; a truth which will be per- 
more and more distinctly by the student of political 
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economy, as he advances farther into his subject, and meditates 
upon it more profoundly. 

One of the most remarkable instances, — ^I might have said 
the most remarkable instance, — of an excessive interference 
with the order of nature, on the part of governments, is pre- 
sented to us by their attempts to encourage one branch of 
industry at the expense of another j — attempts growing out of 
the notion that the various occupations of men are advanta- 
geous to a country in very different degrees, and even. 
Occasionally, that certain occupations, however profitable to 
the individuals employed, are of no advantage whatever to the 
community of which they are members. And it will for the 
most part suffice, for the purpose of shewing the inexpediency 
of every such encouragement, to exhibit the fallacy of the 
arguments by which the notion just mentioned has been 
maintained; for, independently of any direct proof of the 
superior advantages to be derived to a country from the 
practical establishment of as great a degree of liberty as is 
possible, in the disposal of the labour and capital of individuals, 
there is surely no one who will not be ready to acquiesce in 
the propriety of the natural distribution of these not being 
disturbed by the interference of government, provided no 
sufficient reason can be shewn why it ought to be thus dis- 
turbed.' 

The first argument whose fallacy I shall here undertake to 
exhibit is that which attributes to agrictdture a superiority 
over every other department of industry, because, as is 
asserted, agriculture is the only department of industry which 
is in reality productive. Those who have reasoned in this 
manner have been, chiefly, the ibllowers of the celebrated 
Quesnay in France, during the middle and latter portion of the 
eighteenth century ; and they founded upon it the practical 
recommendation, that the only tax imposed, however great 
might be the pecuniary exigencies of the government, should 
be a tax upon the land. It was maintained by them, as also 
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by some later adrocates of their doctrine, that, while the 
manufacturer and the merchant were employed in merely 
aUering the forms of matter, or in transporting it from one 
position in space to another, the cultivator of the land was 
enabled to do something more than this, through the co-opera- 
tion of the powers of nature^ which was truly the only 
producer in the case. After what has been delivered in the 
foregoing pages of the present work, the absurdity of an 
exclusive co-operation of nature with man in agriculture will, 
very probably, be evident to most of my readers. Without 
any reference, however, to what goes before, the action alone 
of the expansive force of steam f in its numerous applications to 
the manufacturing arts, as well as to navigation, may be cited as 
sufficient evidence that nature's bounties are not dispensed 
to us from so contracted a field. A very little consideration 
will, indeed, serve to satisfy us that there is no portion of 
material wealth produced by man without the aid of natural 
agents extraneous from himself. And this surely could not be 
imagined to be otherwise, when his very existence would not 
be for an instant continued, were those agents to become inert 
or passive around him. 

But some of the writers who have held the doctrine of the 
exclusive productiveness of agriculture have referred (or 
proof of it to the fact that, in this department of industry, not 
only is the wear and tear of the capital applied continually 
restored, with the ordinary rate of profits, but a rent besides 
yielded to the landlord ; which, it is asserted, is the case 
neither in manufactures nor commerce. Now if this assertion 
were true, which it is not universally, it must be obvious to 
my readers that the doctrine under examination would, never- 
theless, not be therefore established. All that we might 
possibly be entitled to conclude is, that the various occupations 
of men are not equally productive of national wealth ; and 
how far this may, or may not, be the case, I shall consider 
directly. 
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The only mode in \^hich the circumstance ofprqfiit being 
yielded to the capitalist in manufactures and commerce, as ' 
TtrcU as in agriculture, has been attempted to be got over, by 
those who have attributed an exclusive productiveness to the 
latter, has been by gratuitously assuming those profits to- be 
80 much taken from what should properly be regarded as the 
compensation for the services of the labourers employed. That 
there is not the least warrant for this assumption, is sufiiciently 
manifest from the very nature of capital. It being that portion 
of wealth which is saved from present for future gratificatioiiy 
the motive for such self-denial on the part of the possessors of 
wealth would be exceedingly enfeebled, and the accumulati<Mi 
of wealth would be effectually checked, were the wages of 
labour to be at so high a rate as to absorb the whole of what 
would otherwise be profits. ' Deprived of the powerfiil aid of 
the capitalist, the labourer would then, of course, be left to his 
own resources ; and production could only take place in the 
rudest manner. The amount of wealth produced woakl, 
besides, be comparatively very limited; — which, again, 
implies that wages would be reduced far below what they are 
in tlie existing state of things, when a certain share of what is 
actually produced is set apart to compensate the possessor of 
' wealth for foregoing the present enjoyment of it, and consent- 
ing to employ it productively. 

Even though we should grant the correctness of the position 
that the profits of capital ought to be regarded properly as so 
much subtracted from the compensation to which the labourer 
is entitled, it would not follow that manufactures or commerce 
are wholly unproductive of wealth. Surely the amount of 
wealth which has been produced is never diminished by being 
simply transferred from one set of individuals to another. 
With what consistency, then, can it be maintained that, if the 
profits of the capitalist were supposed by us, so to speak, to 
be truly his legitimate property, the fact of their existence 
would be adequate evidence of production having taken placet 
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—while we must, on the contrary, on the discovery of those 
profits being the legitimate property of the labourers employed, 
hold that the occupation in which these very labourers have 
been engaged is altogether unproductive I 

This part of my subject may, however, be now disposed of 
by remarking that the argument in favour of the exclusive pro- 
ductiveness of agriculture is founded on the supposition of the 
acceptation of the term wealth being restricted to material 
objects ; and of course, it is, at once and entirely^ set aside 
by the adoption of the more extended definition of wealth. 

There are those who, conceding the productiveness of every 
department of industry, have yet maintained agriculture to be 
more productive than any other. This notion, too, was 
founded on the fact, or assumed fiict, that the capital applied 
to the land is the only capital which, besides yielding the 
ordinary profits to its owner, enables him to pay a rent to the 
landlord .or proprietor of the soil Now, disregarding the 
circumstance of rent being occasionaOy paid in manufactures 
and commerce, J remark that it would be singular indeed if 
the existence of rent, which was shewn to be an efiect of the 
ever diminishing returns from the land, on the successive 
application to it of equal portions of capital and labour, could 
be adduced with propriety as evidence of agriculture being in 
any especial degree productive. If all the land of a country 
were suddenly to become equally fertile with that which is at 
present of the best quality, and be equally favourably situated 
with respect to a market, no rent would be any where paid 
for it ; while, at the same time, the labour applied to the land 
-would be acknowledged by every one to have become more 
productive than it was before. 

In consequence of rents being paid to a greater extent in 
agriculture than in either manufactures or commerce, — which 
rents can only be paid out of the surplus remaining, after the 
ordinary rate of profits has been retained by the capitalist,— 
H must follow that a greater value is, on the whole, actually 
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produced by means of the application of a given capital in the 
fonner department of industry than in the other two. This, 
however, is no reason why a preference should be given, 
either by individuals or by the legislature, to agriculture ; for 
every additional capital applied to the land will necessarily 
have to be applied under the most disadvantageous circum- 
stances ; and any increase of the rents paid to the landlords 
which may ensue, on account of more labour and capital 
being applied to the land than would naturally be the case, 
will manifestly be so much gained by them at the expense of 
the producers generally. 

It has been shewn that there is no ground for sup- 
posing nature to co-operate with man in agriculture alone, 
thus enabling him to pay a rent to the proprietor of the soiL 
I now advance a step farther, and assert that no reason can 
be given why nature should co-operate with man in a 
greater degree in agriculture than in manufactures^ or com- 
merce. We can, in no case, determine how much of the 
labour of production is nature's, and how ^uch is man's. 
Nor is it of any moment that we should ; since, if even the 
determination of the point in question were practicable, and 
it should be ascertained that the share of the work performed 
by nature in one case was proportionally more than what it 
performs in another, the only circumstance which ought to 
have any influence upon the distribution of the capital and 
labour of a country,— having a regard to the national welfai^, 
•— would be the comparative amount of advantage to be 
realised by the capitalists individually in difierent occupations. 
They will be distributed in the most desirable manner, when 
this advantage is uniformly the same, that is, when every 
capitalist is making neither more nor less than the ordinary 
profits. If a lower rate of profits than this be received in any 
one branch of industry, it is a manifest indication of a greater 
amount of production having taken place in it than is required 
by the comparative wants of the community ; and, on the 
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« 
other handy if more than the ordinary rate of profits be 

received, it is equally manifest that the wants of the com- 
munity call for a greater supply of the commodity pro- 
duced, at the expense of a diminished supply of every thing 
else. 



CHAPTER IL 

PRODUCnVSlTESS OF COMMERCE — THE OOMMBROE OF SPSCtJLATIOll 

— ^DEALERS IN MONET. 

AssuMiifo the productiveness, not only of agriculture, but of 
every other department of industry, I have shewn that they 
are all of them equally productive. But some writers, — ^the 
Abb£ Raynal for instance, — ^who have attributed the quality 
of being productive to manufactures as well as to agriculture, 
have at the same time denied it to commerce, which they 
defined to be merely the exchange of equivalent commodities. 
This definition is, evidently, too much restricted. The term 
commerce is properly applied to the whole series of acts, by 
means of which the products of the farmer or manufacturer 
are transported from the places of their production, and dis- 
tributed among the individuals by whom they are destined to 
be consumed ; and the exchanges which occur of those pro- 
ducts are only particular acts in that series. In the actual 
condition of society, when labour is so much subdivided, these 
exchanges are absplutely necessary for efiecting the distribu- 
tion, among the consumers, of the wealth produced; but 
tliey are certainly not more necessary than are any other acts 
in the series of which mention has been made. And it is not 
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less absurd to define commerce to consist merely of these 
exchanges, than it would be to suppose the last, or any other 
link of a chain, to constitute the whole of the chain, or than 
it would be, in geometry, to confound any one point of a line 
with the line itself. 

In direct proof of the productivenes of commerce, I shall 
remind my readers that exchangeable value is a criterion of 
the existence of wealth. Hence we may infer that every 
application of man's labour which contributes to render the 
exchangeable value, or price, — I mean, of course, natural 
price,— of any commodity what it actually is, must be neces- 
sarily productive of wealth. Now this happens in the case of 
commerce, just as it happens in that of agriculture^ or in that 
of manufactures. The expense of transporting a commodity 
from the producers to the consumers of it, and of distributing 
it among the latter, is quite as much an element of its price, 
as is any equal expense of producing it while it remains yet in 
the hands of the former. Besides, on the supposition of com- 
merce being in reality unproductive, no diminished production 
ought to ensue if all transportation of commodities from place 
to place were to cease, and all exchanges of them were to be 
prohibited. But so far from this being the case, it is plain 
that every individual in the community would be reduced to 
the necessity of consuming only the identical portion of wealth 
which he himself produced ; and the quantity of it produced 
would be only a very small fraction of what it now is. The 
conclusion forces itself upon us, that commerce is a productive 
department of industry. 

But while commerce generally is acknowledged by most 
persons to be productive of wealth, and as productive of it 
as is either manufactures or agriculture, we occasionally hear 
the commerce of qfeculation indiscrimin^ely condemned as 
a useless application of the labour and capital of the commu- 
nity. This is a mistake. Where no artificial variations are 
produced by the interference of government, or of the insti« 
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tutio&s created by it, in the natural rates of the supply and 
demand of commodities, including money, speculation cannot 
be carried to excess* In such a state of things, it will serve 
to distribute over a certain period the actual supply of any 
article in the most advantageous manner, without any coun- 
terbalancing public disadvantage. To illustrate my meaning 
by an example: let the crops of grain in any year have been 
less abundant than usual/ Even though the demand for grain 
were to continue unaltered, this deficiency in the supply of it 
will cause its price to rise. But the demand for it will not 
continue unaltered. As soon as it is surmised that the quan- 
tity of grain in the market, or about lo be brought into the 
market, is less than the average supply, an extraordinary 
demand will be made for it by the speculators. By purchasing 
at present prices, and selling out, after an mterval, at 
advanced prices, they will expect to make a considerable profit. 
Some of them will not fail to realise their expectations, by 
disposing, at the proper season, of the stock of the article 
which they may have in their possession. Others, however, 
arc frequently losers, instead of gainers, by holding on to it too 
long. And this is, more especially, apt to be the case where 
the article in question was purchased a short time after it 
became notoriously an object of speculation, — on account of 
the well known tendency of the price of a thing, when it has 
once from any cause begun to rise, to rise somewhat, and 
often a good deal, higher than the point at which it will ulti- 
mately remain stationary. Now, from this view of the 
business of speculation, in reference to grain, — and the same 
is true in reference to any other commodity, — it must be 
obvious that prices will be rendered higher in the earlier 
portion of the time during which a diminished supply will 
necessarily exist, and, of course, lower during the latter 
portion of it. The scarcity will be thus nearly uniformly 
diffused over the whole time, and will therefore be productive 
of a less amount of inconvenience. 
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My readers will easily understand that, if prices were not 
at once to rise on the occurrence, or expected occurrence, of 
a considerably diminished supply of any article, and to riae 
above what they would be but for the interference of the specula* 
tors, so much of the article might be consumed, especially if 
it be a necessary of life, as to cause a very high degree of 
inconvenience, or even distress, to pervade the community, 
before the supply could be again renewed. 

Just in proportion as the prices of commodities in general 
are steady, it is plain there will be less room for the occupa- 
tion of the speculator, and fewer persons will be disposed to 
embark in it Where, however, through frequent expansions 
and contractions of the currency produced by a vicious 
system of banking, or from any other disturbing cause, the 
relations which the supply of and the demand for commodities 
in general bear to the supply of and the demand for money 
are such as to induce an unnecessary fluctuation of pricey 
speculation will take place more actively, as well as be 
carried to a vicious and injurious extent Then only ought It 
to be condemned and pronounced to be unproductive ; exactly 
as any other branch of business is to be characterised as 
unproductive only when it is carried on more extensively than 
the real wants of the community require. 

The speculators are not th6 only class of persons whose 
occupation has been attempted to be rendered odious, even 
when they are actually engaged, while promoting their own 
interests, in conferring upon the community nothing but 
unmixed good. We occasionally hear the brokers also, — I 
mean the money brokers, — denounced as a set of men who 
are enriching themselves at other people's expense. And this 
is founded on the notion that they contribute, by the additional 
demand which they make for money, to render it less plentiful 
than it would otherwise be. That such a notion is at once 
both superficial and absurd, will appear on the slightest 
reflection upon the nature of the offices performed by a 
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broker. He is simply a middle-man between the buyers and 
the sellers. He becomes so, too, on account of the conve- 
nience of both these parties being subserved by his intervention. 
If such were not the case, we may rest assured they would 
very soon prefer to deal directly with one another. 

I may add that the prejudices afloat in society against the 
dealers in money generally are quite as absurd as those which 
some people retain against the dealers in flour, or in any other 
commodity of prime necessity ; for money is, indeed, neither 
more nor lees than a commodity of this description. 



CHAPTER III. 



OF OOMURCS WITH A rOREIOIT OOUVTRT — ^DOCTRIITB OF THE 

BALANCE OF TRADS. 

Mavt writers who have gone so far as to admit the general 
truth of the proposition, that the most advantageous distribu- 
tion of the capital of a country is when every capitalist is 
maldog neither more nor less than the ordinary rate of proflts, 
have denied its application to foreign commerce. They argue 
that one capital only is set in motion or employed in the 
foreign trade, while there are two employed in the home trade. 
In the trade, for instance, between New York and New 
Orleans^ one capital is employed in the former, and another in 
the latter city ; but, in that between New York and Liver- 
pool, they maintain that there is only one, — only one American 
capital is of course meant, — that which is employed in Liver- 
pool being an English capital. The fallacy of this objection 
to foreign commerce will readily appear if we look at the 
consequences which would follow, were it to be entirely pro- 
hibited. Whatever amoimt of American capital might have 
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been invested in the Liverpool trade will now have to find an 
investment in the home trade, or in other occupations at home. 
There will, hoMrever, be no creation, but only a transfer, of 
capital; and the two additional portions of capital which 
may come to be employed in the home trade will be equal to 
only one portion of what before found employment in the 
foreign trade. More I need not say in refutation of the argu- 
ment I am examining. 

An argument of considerable plausibility has been urged 
against the employment of the capital of a country abroady-^ 
and, consequently, urged to a certain extent against foreign 
commerce, and every other occupation having a tendency 
to induce an exportation of capital, — ^to wit, that the labour 
to which the capital empjojred at home affords occupation is 
that of the inhabitants of the country, while the labour, on 
the contrary, to which the capital employed abroad afibrds 
occupation, is, generally speaking, of a foreign description. I 
may remark in reply that, if savings were[never made from the 
wages of labour, there would, obviously, be no sufficient 
reason, in what has just been said, for any interference with 
the natural distribution of capital The smaUest excess of 
profits received on that which is employed abroad will furnish 
the means of a more rapid augmentation of wealth and popu- 
lation, and will thus determine, at a period less or more remote, 
(he actual existence of a greater amount of wealth, and a 
greater number of inhabitants, than would exist if all the 
capital of the country had been forcibly directed into domestic 
channels. Now although savings are in fact, to a certain extend 
made from the wages of the labourers, this circumstance 
is, very probably, more than counterbalanced by the compara- 
tively high profits of the portion of capital which is employed 
in foreign countries. These high profits are not, as some 
might, at first view, be disposed to think, merely such as, 
besides an equal return with that to the capital employed at 
home, is adequate to the greater risk run of the ultimate loss 
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of the capital itself from which they are derived. They will 
always exceed this amount, because of the great unwillingness 
which men, in general, feel to separate themselves for any 
length of time from their property. 

But here it may be said that the very circumstance last 
mentioned affords a strong reason why the employment abroad 
of a portion of the capital of a country will be apt to have 
injurious consequences on its prosperity. When a man's pro- 
perty is in another country, and is yielding him a high rate 
of profit, nothing is more common than, after the lapse of a 
certain time, to see him take up his residence where it is 
invested ; and the whole amount of his property must then be 
necessarily regarded as a national loss. On this ground, the 
interference of the legislature with the disposal of the capital 
of individuals might perhaps be sometimes justified, were it 
only sufiiciently practicable. To render it practicable, how- 
ever, nothing short of an entire proliibition of the exportation 
of commodities from a country to all others would be requi- 
site; for otherwise, in despite of every efibrt.of the govern- 
ment, a man who wishes to transfer his )>roperty to another 
country has only to purchase any one article of commerce, 
and to export it; or to purchase foreign bills of exchange, the 
amount of which, when drawn for, ctn be invested abroad, 
and, when so invested, may be regarded in the light of a 
value received for commodities, other than money, previously 
exported. 

In the United States of America, the point which has just 
been considered is one of no practical moment, in as much 
as the profits of capital are higher in them than they are 
almost any where else. Capital is, in consequence, continu- 
ally flowing to them from other countries ; and no inducement 
is offered, unless under peculiarly advantageous circumstances, 
to employ it away from home. 

I come now to an objection to an unrestrained trade with 
foreign nations, the discussion of which has occupied no 
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small portion of the attention of the political econotniBts of the 
last century ; and, even at the prese/it day» we bear it occa^ 
sionally put forth by some among the more zealous advocates 
of restrictive regulations in respect to commerce. It is this, that 
only that foreign trade is a beneficial one where the exports 
exceed the imports in value ; occasioning thereby a flow of 
specie into a country in payment of the excess, or balance* 
Hence the expression ** the balance of trade ;" this being held 
to be favourable 'when the exports are in excess, and onfa- 
vourable when the imports are so. 

This whole doctrine was founded on the mistaken notion, 
that the wealth and prosperity of a country depended esae&- 
tially on the quantity of the precious metals which it possessed ; 
and it, indeed, almost implied the absurdity that those metals 
alone constituted what should properly be denominated wealth. 
From this doctrine too, the important consequences were 
deduced, that government should, in the first place, do every 
thing in its power to increase the whole amount of exports, 
and to diminish the whole amount of imports, — and secondly, 
that it should positively discourage all persons subjected to 
its control firom trading with any foreign country from 
which a greater value is imported than is exported to it 

If he bear in mind th6 principles in relaticm to money which 
were established in the preceding book, the reader will easily 
perceive the absurdity of supposing that a country is wealthy 
because it has a large amount of the precious metals. Those 
metals constitute only a portion, and by no means the most 
important portion, of the national wealth ; since if the supply 
of them were to be increased, and the circulating medium 
proportionally expanded, this could only be effected by the 
increased exportation, or diminished production, of an equal 
value of commodities other than gold and silver ; while at the 
same time, as has been fully explained, the value of the oincn- 
lating medium will continue unaltered, a givra portion of it 
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being depreciated in value according as the whole of it has 
become larger than it was. 

But some persons, as I have stated, have not contented 
themselves with comparing the whole amount of exports with 
the whole amount of imports, and with inferring the pros- 
perity of a country from an excess, real or supposed, of the 
termer over the latter. Examining the commerce of a 
country with every other separately, they have pronounced 
the commerce with that country the exports to which exceed 
in value the imports from it to be an advantageous commerce, 
and, on the contrary, the commerce with that the imports 
from which exceed the value of the commodities exported to 
it to be a disadvantageous conmierce ; — and they have, con- 
sequently, besides recommendipg measures calculated to 
augment the whole amount of exports and at the same time 
diminish the whole amount of imports (exclusive of money, 
as the terms exports and imports are commonly used), been 
disposed, as has also been stated, to discourage all commer- 
cial intercourse of the country in question with particular 
parts of the world. Heie there is an additional errour implied, 
viz. that whenever, in the intercourse of one country with 
another, the exports exceed in value the imports of commodi- 
ties other than money, specie must necessarily flow from the 
latter into the former country, for the purpose of pajing the 
balance* This position would, indeed, be a correct one on 
the supposition of the foreign commerce of the two countries 
being confined entirely to one another, and on this supposition 
only. In order to make this distinctly appear, let us call 
those countries A and B respectively ; and let there be a 
third Cy with which a commerce is carried on by each of 
the other two. Now it may be conceived that A imports 
from B more than it exports to it, that B imports from C 
more than it exports to it, and also that C imports from A 
more than it exports to it In this state of the commercial rela- 
tions of these three countries, A will become indebted to B, B 
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to C, and C to A. To discharge its debt to B, A will, how- 
ever, not be under a necessity of transmitting specie to that 
country. The merchants of the country A need only to 
draw bills of exchange upon their debtors in the country C in 
favoiu* of their creditors in B ; and the equilibrium of their 
debts and credits may be thus completely restored. It is 
plain, too, that we may now generalise, and maintain that the 
circumstance of more commodities, other than money, being 
imported by one country from another, than are exported 
by the former to the latter, is no evidence whatever of a 
movement of specie between the two countries. And hence, 
every objection to the natural course of trade, as that which 
is the most advantageous to a country, founded on the assumed 
fact of such a movement of specie, will be perceived to be of 
no account 

I may observe that, should the trade between A and B be 
diminished, or be entirely cut off, that of each of them with C, 
as well as with other countries generally, would, it will be 
evident, not remain on its former footing ; for then, in the 
case of A, there would be an excess of the whole amount of 
exports over that of imports, while the contrary of this would 
take place in that of R These excesses would only have a 
temporary existence, and the ordinary relation of exports to 
imports would soon be re-established by the movement or 
flow of specie from country to country, as has before be^i 
explained. 
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CHAPTER IV. 

THB SUBJECT OF THE BALANCE OF TRADE CONTINUED. 

The language in reference to foreign commerce, which 
has been hitherto- employed, has been such as may have 
appeared to imply an equality, on the average, in the value of 
the exports from and imports into a, country, of commodities 
other than money. An equality of this nature is certainly 
possible, but only under a peculiar combination of circum* 
stances. The general law in the case is, that the value of the 
imports must exceed that of the exports, when both these 
values are estimated in the country into which the imports, 
and from which the exports, are made, — and likewise when 
the value of the former is estimated in the countries whence 
they are procured, while that of the latter is estimated in the 
country where they are received. 

To shew, in the first place, that such is the general law on 
the first of the two suppositions which have just been men- 
tioned, I shall set out with assuming all the capital employed 
in the country to which my remarks shall have relation, — 
say the United States of America, — to be owned in the 
country itself; and so, also, in respect to the capital of every 
description employed in its foreign commerce* Then it will 
be obvious that the value of the imports must be such as, after 
replacing that of the exports, will suffice to yield the ordinary 
profits to all the capital employed in the commerce with foreign 
countries, including of course, in those profits, the freights, 
as weH as every other expense of transportation. If we, 
indeed, suppose no more specie to flow from abroad into the 
country, than from the country in the opposite direction, — a 
condition of things which is, on the average, very supposafale» 
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where the precious metals are, to an adequate extent, the 
product of the country itself, — ^the excess of the imports above 
the exports will evidently be the measure of those profits. On 
the other hand, where the supply of the precious metals is 
derived in part, or wholly, from abroad, not only bullion, bat 
specie also, will be imported ; and the latter in preference to 
the former, on account of the certificate to its weight and 
fineness that is impressed upon it This circumstance may 
prevent the imports from exceeding the exports as much as 
they would otherwise do,-— exports and imports being here 
understood in their usual acceptation, as rrferring to conmio- 
dities other than money. It may be added .that, if a country 
which derives its supply of gold and alver, in whole or in part, 
from other countries, should happ^i to be augmenting more 
rapidly in population and wealth than the other potions 
generally of the commercial world, specie would, in con- 
sequence, be imported more extensively, and the excess of the 
ordinary imports above the exports would, on this acGOimt 
too, be lessened. 

In the next place, however, let all the cafHtal employed ia 
the country, or in its foreign commerce and navigation, not 
be the property of individuals residing in it The profits of 
the capitalists abroad will in this case, of course, have to be 
exported, or, what amounts to the same thing, an equal value 
in oommodities that would otherwise contribute to swell our 
imports will be retamed abroad, and will again reduce the 
excess of imports above exports. 

Should the capital of a country, tempted by the superior 
advantages offered for its investment elsewhere, be to a 
certain extent annually transferred firom it to other countries^ 
we would have another reason why the exports will be 
augmented in value, and why the excess of the imports abofft 
them will be still farther diminished, if not made to disappear 
entirely. 

But this, it may be mentioned, is very flur from beii^ the 
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case in the United States. American capital is, no doubt, 
occasionally, though in a comparatively small amount, em- 
ployed out of the country : still, speaking in general terms, 
no one will deny that our capital is continually receiving 
accessions, and by no means inconsiderable accessions, from 
the rarious parts of Europe, and especially from Great 
Britain. On this account, the excess of our imports above 
our exports ought to be unusually large. 

If the value of the imports be estimated by what they cost 
in the countries whence they were procured, they will mani- 
festly not so much exceed the value of the exports as when 
the values of both exports and imports are estimated at home 
in the same country,— the case already considered. Never- 
theless, I think my readers, after the statements above made, 
can scarcely fail, even here, to assent to the proposition, that 
the imports will, very generally, exceed the exports in value, 
in the common acceptation of the terms ; and they will, 
moreover, not be at all surprised to find that such has been 
the fact in the United States, from the first adoption of the 
constitution, in 1789, to the present time, when they are told 
that the value of our imports is estimated by adding 10 or 20 
per cent to their cost in the countries where they are pur- 
chased, and when they keep in mind, both the high rate of 
profits which must be paid firom the imports, and the influx 
of capital which is continually taking place from abroad. 

The absurdity of regarding an excess, and sometimes an 
inponible excess, of exports above imports, as the measure 
of the advantage to be derived by a nation from its foreign 
commerce, must be too apparent for me to dwell upon it 
longer. This doctrine indeed, of the balance of trade being 
favourable to a country when an excess of exports is supposed 
to exist, however largely it has figured in the writings of the 
economists, real or pretended, of the last century, may be 
regarded as at present almost entirely exploded. 
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CHAPTER V. 

OV THE AMOUNT OF THE DUTY UPOH A COlOfODITT, WHSIT IT 19 
IMPORTED FROM ABROAD, WHICH WILL ADMIITISTER ADSqUATS 
ENCOURAGEMENT TO THE DOMESTIC PRODUCERS. 

We now approach the discussion of a subject which has 
attracted in no small degree the attention of the political 
philosophers and statesmen of modern times, and which, in 
our own country, has been the occasion of much excitement 
and agitation in the community at large. I allude to what is 
familiarly styled with us " the tariff question," — or, in other 
words, to the expediency, or inexpediency, of prohibiting the 
importation into a country from abroad of certain commodi- 
ties, with the object in view of establishing the production of 
the like commodities at home. Prohibiting is here the proper 
word ; for although the advocates of this system of inter- 
ference with the natural order of things have, in most cases, 
preferred the imposing of a tax or duty on the importation of 
such commodities as are of the same description with those 
which they are desirous of being produced at home, to the 
absolute prohibition of importing them from other countries, 
they have yet insisted upon the duties imposed being suffi- 
ciently high to operate prohibitorily. And, according to their 
notions of expediency, they have done right to insist upon 
this ; as I shall proceed to shew before actually entering on 
the proposed discussion. 

Let us suppose a duty of ten per cent to be imposed upon 
the value of any article of foreign growth or manufacture, 
when imported into the United States ; and let us also suppose 
the duty to be paid, in the first instance, by the importing 
merchant, at the time he receives the article. The quantity 
of it imported will not be as great as before ; since, in that 
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case, in as much as both the supply of, and the demand for it, 
would remain unaltered, its price would still be what it was 
previous to the imposition of the duty ; and, the merchant 
would then be obliged to take from his profits, — and, where 
these were not at a rate high enough to be equal in amount to 
the duty to be paid, he 'would be obliged to take from hia 
capital^ after having exhausted his profits, — ^in order to make 
the payment required. It is evident that a portion of the capital 
employed in the importation of the article in question will be 
transferred to other employments ; thus diminishing the supply 
of it in a degree suflicient to cause its price to be ten per cent 
higher than it was before, when it will be just sufficient to 
enable the capital of the merchant to 3rield him the ordinary 
profits. If his pajrment of the duty, and the sale by him of 
the article imported, be not contemporaneous, but the latter 
occur at a certain interval after the former, it will be 
requisite for its price to exceed that just mentioned, by an 
amount equivalent to the profits, for the intervening time, 
upon the duty which he advances. Assuming however, for 
the sake of simplicity, that the payment of the duty on 
the imported article, and the sale of it, take place at the 
same time, it will follow that the burthen of the duty is 
transferred by the merchant who imports it from his shoul- 
ders to those of his customers, the retail dealers. And in 
the very same manner as this transfer of the duty has been 
shewn to be efiected, may it be shewn to be transferred 
from the retailers to the consumers. 

The whole supply of the commodity upon which the duty 
is levied has been supposed to be still procured from abroad, 
in despite of the augmentation of its price to the consumers ; 
a supposition, again, implying that it is impossible for it to 
be produced in the country itself except at a cost greater than 
that at which it can be procured firom abroad, including in the 
latter cost the amount of the duty. 
Suppose now the commodity taxed to be broadcloth of a 
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particular quality ; say clotli which, if aDowed to be imported 
freely, that is without any obstruction on the part of the govern- 
ment, would sell for five dollars the yard. A duty of ten per 
cent upon this value will cause it to rise to five and a half 
dollars ; and if the cost of producing the cloth in the country 
would be six dollars, the supply of it will, it must be manifest, 
come wholly from other parts of the world. This, too, would 
be a continued state of things, while the duty is increased firom 
ten up to any amount shqrt of twenty per cent 

If we suppose the duty to exceed the last mentioned per 
centage, and to amount say to thirty per cent on the value of 
the cloth which may be imported, the price of it would rise to 
six dollars and a half; and as cloth of the same quality is, by 
hypothesis, produceable at home for six dollars only, the foreign 
article will be no longer able to compete with the domestic 
manufacture. While the former will, in consequence, cease 
to be imported, the latter, by means of the encouragement or 
protection afforded to it by the government in the imposition 
of the duty, will he established as a regular branch of indus- 
try. So, of course, if the duty be other than thirty per cent, 
provided it be more than the rate, viz. twenty per cent, which 
trould cause the domestic and the foreign article to sell at 
exactly the same price. 

But, in the next place, let us inquire what the effect of the 
duty would be, in the case under consideration, were it to be 
neither more nor less than just twenty per cent. Here it might 
perhaps seem, at first view, that one-half of the supply of the 
article in question would be furnished by the American manu- 
facturer, and the other half by the foreign. On farther reflec- 
tion however, the reader will perceive that such an equal 
division is scarcely practicable, and that, if it were so, it could 
subsist only for a very short period. It is evident that when 
the duty of twenty per cent is first imposed, the investments 
of capital at home and abroad being of a nature to give the 
foreign producer the possession of the American market, no 
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sufficient motive exists for the transfer of Amerioen capiud 
^th a view to the production of the article taxed. Any 
. attempt on the part of our capitalists to engage iii its produc- 
tion» under these circumstances, must necessarily be followed 
by an overstocking of the, market and consequent lowering 
of prices, — ^which lowering of prices must render such an 
attempt an unprofitable one. On the other hand, should a 
higher duty than twenty per cent, — a duty which had been 
the means of excluding the foreign article, and establishing 
the manufacture of American broadcloth, — ^be reduced to that 
amount ; the American producer being in possession of the 
market, no sufficient motive would be presented to capitalists 
abroad for augmenting their production of broadcloth, and for 
thus interfering with him. 

Speaking generally therefore, we may infer that to insure 
the production in the country of the article mentioned, and the 
same is manifestly true of any other article whatever, it will 
be necessary to impose a duty on the importation of it greater 
than the excess of the cost of producing it at home over the 
price at which it can be sold on being imported from abroad, 
that is, as I have said, to impose a duty the proper effect of 
which is prohibitory. 

Notwithstanding, .however, the statement which has just 
been made, if the duty on the imported article does not mnch 
exceed the excess of the cost of producing it at home ove^ 
the cost of producing it abroad, it will occasionally happen 
that it will be profitable to import it ; . and the domestic pro- 
ducers will not be so protected as absolutely to exclude all 
foreign competition. This wiU be owing to the occasional 
fluctuations in the local value of money ; leading, as those 
fluctuations in value have been shewn to lead, to a variable 
amount. of importations. 

I may here remark, it is only in the way just mentioned that 
a duty, imposed on the importation into a country of any 
commodity, can operate dUemately as a means of revenue to 



846 tarn PRiiicif lss of « 

the government, and as a means of encouraging its production 
U home. No duty can, at one and the same timCf produce 
both these effects. When it encourages the domestic produc- 
tion of a commodityy it will bring no revenue into the public 
treasury; and vefaen it brings a revenue into the puUic 
treasury, it will not serve to encourage the domestic produc- 
tion of the commodity.* 



CHAPTER VI. 

DnoUSSlOR OF THB ** TARIFF ^USSnOH.** 

Tbsrb are many individuals in our own country who are 
ready to assent to the general inexpediency of the interference 
of governments with the natural distribution of capital and 
labouTi and who would strenuously resist any attempt to dis- 
turb the perfect freedom of trade as at present subsisting 
between the different portions of the Ununtj who, nevertheless, 
entertain the notion, that the commerce between diflerent 
nadons cannot be always considered as on the most advanta- 
geous footing when it is left wholly unrestricted ; and who 
attempt to justify the imposition of very high duties on the 
importation of foreign goods by the fact of the rate of wages 
being lower in Great Britain than among ourselves. They 
insist upon the propriety of thus protecting the American pro- 

* TbnrafhoQt tfau ehapleri I faavo Buppoied the oonunodities oonoerMd to be 
prodaoed under drcamfltanoee of equal advantage or diaadYantage^ Shoold this 
■ol be the caae, it is vety poeaible that, with a given amount of daty, those which 
ate produced under the more advantageous circamatancea in (he oountiy itnlf 
nngfat ezdnde flom the home market mioh aa are prodooed abroad nnder Urn 
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ducer from the competition of the paupers of Europe. Let 
OS now inquire into the correctness, or incorrectness, of this 
doctrine. 

My readers will perceive that it erroneously implies that 
mere lowness of wages is the cause of low prices. It will be 
recollected by them that, in any existing state of the arts, prices 
will depend as well upon the rate of profits as upon that of 
wages. If British goods can be imported into the country 
cheaper than goods of a similar description can be produced 
in it, this will not be owing simply to the circumstance of 
wages in Great Britain being lower than in the United States, 
but to that of wages and profits, taken together ^ being as low as 
they in reality are in the first mentioned country, and as high as 
they in reality are in the one last mentioned. Again, I shewed 
in my first book that, in any existing state of the arts, or, what 
amounts to the same thing, of the productive power in a nation, 
if wages were to fall, profits must necessarily rise, — and that, 
in consequence, such commodities as were the products chiefly 
of^fixed capital, instead of falling in price as wages fall, would 
have th^ prices greater than before. Hence too, it follows, 
*— what has been before mentioned, — that, if it were possible 
at once to raise the wages of the English labourer to a level 
with those of the labourers in America, it might very well 
happen that the manufacturers of our own country would be 
at a comparatively greater disadvantage in respect to foreign 
competition than they are at present 

But waiving all considerations of the kind which has just 
been stated, I think it will not be difficult to convince the 
reader that the low rate of wages abroad, other circumstances 
remaining every where the same^ is an advantage to us instead 
of a disadvantage. A low rate of wages will then render the 
cost of producing commodities of all descriptions, and there- 
fore their prices, correspondently low ; and a given quantity 
of them may be procured from abroad in exchange for a 
lest amount of our own products, than when prices were* 
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higher. This saving in the expenditure necessarjr for obtain- 
ing the imports into the country is, it is plain, a clear national 
gain. The imports may very possibly, on account of the 
increased demand for them at a lower price, be greater than 
they would otherwise be ; but such an eflbct cannot take 
place without a similar augmentation of the amount of exports. 
And a transfer, to a certain extent, of American capital may 
be required on a fall of wages abroad, in order that it may 
come to be invested most profitably. Whether, however^ 
such a transfer be large or small, or do not occur at aB, 
the command, on the average, of each individual of the 
community over the necessaries and luxuries of life wiU have 
been evidently enlarged* 

Here the advocates for rectrictions upon the foreign com- 
merce of the country offer to us an argument which,they 
sometimes seem to regard as conclusive in their favour. They 
put the extreme case, that all things can be produced cheaper 
abroad than at home ; and they ask if, in such circumstances 
as these, the friends of a free trade among nations would stiH 
insist upon no protection being afforded by the government to 
the home-producers. I answer for the latter in the affirmative, 
— ^n the ground that, although the importation of every species 
of commodity from abroad cheaper than it can be produced at 
home is a supposable state of things, it is altogether out of the 
question to suppose it to have more than a momentary dura- 
tion. The extraordinary importations, which would flow from 
every quarter into the country, would have to be paid for 
exclusively in money; and as the circulating medium is thus 
diminished in quantity, a given portion of it would be enhanced 
in value, or prices generally would fall. It is evident, too, thai 
they would continue to fall until no sufficient motive would 
exist for ;^nding the money of the country abroad. During 
the fall of prices, first one commodity, and then another, and 
another, would cease to be imported ; while, on the other 
hand, one commodity after another would begin to be exported. 
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Moreover, when the value of money was again every where 
equalised^ and it was no longer the subject of exportation, 
the exports and imports will have the ordinary relation to 
each other, — a relation explained in a preceding chapter. 

The diminution of the circulating medium will have been fully 
compensated for, by the commodities imported in exchange 
for the money which has been transmitted to other parts of 
the world. Indeed, those commodities, as in every other 
instance of the importation of commodities in exchange for a 
portion of the medium of circulation, are a clear gain to the 
country, because of the augmenting in value of a given portion 
of that medium exz^ctly in proportion as the whole of it is 
reduced in quantity. 



CHAPTER Vn. 



THE SUBJECT CON TIITUED. 



Mr argument against a ** protecting tariff" has thus far 
' proceeded on the supposition of the previous existence of an 
entire freedom of trade among the different nations of the 
earth ; which freedom it is proposed, for the first time, to 
disturb. I will now take another step in advance, by sup- 
posing the condition of free trade to have been already 
disturbed by some one nation, — ^Great Britain for example* 
The question then presenting itself for solution is, whether all 
other nations would not best consult their interests by counter- 
vailing the restrictions which have been imposed upon their 
commerce, by means of the imposition of similar restrictions 
on British commerce. Or to bring the manner home to our- 
selves, the question may be put in the following form : — 
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should Great Britain refuse to receive into her ports 
American cotton and tobacco, would it be our true policy to 
retaliate upon her, by refusing to receive her hardware and 
woollens ? 

A reply to this question needs not to be long sought after. 
For the government of the United States to act on the principle 
suggested, would be to say to that of Great Britain, — by your 
legislation you have injured your own country, and you have 
at the same time injured the people of America ; therefore, by 
way of helping the matter, we resolve upon inflicting a similar 
injury, absurd and ridiculous as this procedure may seem, upon 
both you and ourselves. 

That the foreign government is guilty of an injury to its 
own subjects, is sufGciently evident from what has been already 
delivered in the present book. By refusing to receive our cotton 
and tobacco, the consumers of these articles will be obliged to 
pay a higher price for them, than they would otherwise have 
to do. They will also consume less of them than they formerly 
did ; and at least in reference to the article last-mentioned, which 
is not a necessary, but a mere luxury of life, many who would 
have been consumers of it, will not consume it at all. Engli^- 
men, for these reasons, will possess a diminished command 
over the necessaries and luxuries of life ; or, in other words, 
the wealth of Great Britain will have been diminished. And 
that a like eflect will be produced on the wealth of the United 
States, will follow from the principle previously established, 
that the imports into a country, and the exports from it, will 
always bear to each other a certain proportion, so that the 
exports cannot undergo a diminution without the imports like- 
wise becoming less than they have hitherto been. Until the 
imports of British goods are reduced to the proper amount, the 
excess of them will be paid for in money. Their prices 
abroad will consequently rise; and they will, moreover, 
continue at a higher rate. Not only tken^ will those of 
the inhabitants of America, who are not altogether prevented 
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from consuming foreign goods, consume them to a less extent 
than before, but to consume them wiU require a greater ex- 
penditure on their part All this, too, is identical with saying 
that a diminution of American wealth will have taken place. 

It is scarcely necessary for me to add that the very same 
series of efiects which I have just traced, as consequent upon 
a duty imposed in Great Britain on certain of the products 
of the United States,— efiects injurious to both countries, — will 
occur when a duty is imposed in America on the importation 
of British goods, only beginning in a difierent quarter. 

But let us, in the next place, suppose the extreme case of all 
foreign countries refusing to receive any thing from the United 
States, excepting gold and silver, in exchange for the commo- 
dities imported from them. It may be asked, whether it would, 
notwithstanding, be then proper to import as before from 
abroad, and to subject our country, in consequence, to being- 
drained of its specie. I observe, in reply, that the foregoing 
argument will, on reflexion, be perceived by the reader to be 
applicable to every possible case, without exception. He can- 
not, too, but be now aware that to suppose a countiry to part 
with all its specie is an absurdity. According as specie flows 
from it, in exchange for the commodities imported, the prices > 
of things will be falling ; and the imports will diminish in 
quantity, until, at length, it will become unprofitable to im- 
port any thing whatever. 

Universally^ therefore, the amount of the imports will deter- 
mine that of the exports ; so that no interference of the govern- 
ment will be requisite to protect the country from an entire 
loss of its specie. And it has been shewn that a diminution of its 
t^cie is a matter of no permanent moment 

In despite, however, of the above argument, — irrefutable 
argument I may surely venture to call it, — ^in favour of the sys- 
tem of free trade as opposed to that of restriction, we hear it 
continually asserted that, while the former system is an untried 
one, excepting perhaps in one or two instances on a very limit- 
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ed scale, the latter has every where been accompanied by an 
amount of prosperity altogether too great to be made the sub» 
ject of legislative experiment Here I might reply by a denial 
of the alleged prosperity ; or, what is equivalent to such a 
denial, I might point the attention of my readers to the great 
amount' of misery hitherto exhibited by every community of 
individuals, whatever may have been the constitution of gov- 
ernment under which they have lived. Even in the most 
prosperous communities, the wealthy have been few and the 
poor many. But granting, for the sake of argument, that 
prosperity to a certain extent has actually accompamed the 
restrictions which governments have imposed upon commerce, 
it would be strikingly illogical on the part of any ohe who is 
aware of the multitude of causes by whose combined action 
the condition of mankind is determined to be what it in reality 
is, to magnify one cause alone in such a degree as to throw 
every other into the shade. The utmost we would be justified 
in inferring from the premises, is a presumption in favour of 
things as they are, — a presumption putting the burthen of proof 
on the party who may at any time propose the introduction of 
any changes in the policy of a country. This burthen the 
advocates of free trade have evinced no unwillingness to 
bear. They have presented, for the consideration and con- 
viction of their opponents, the argument which I have charac- 
terised as irrefutable, and to refute which no direct attempt 
has in fact, to my knowledge, ever been made. 

The restrictive policy of Great Britain, when viewed in 
connexion with the degree of prosperity to which she has 
attained, is what especially has prevented very many indivi- 
duals from being adequately impressed by the argument in 
question. But a suspicion, at least, might have crossed their 
minds that the prosperity just mentioned existed nohoiihstanding 
the policy pursued in respect to foreign commerce, and not in 
consequence of it, had they attended to the cases of some other 
countries distinguished for their comparative prosperity, such 
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as Holland or Switzerland, which afford to us instances of a 
near approach to the system of free trade. 

It may be remarked besides, that, when improvements in 
any of the arts of life are first promulgated to the world by 
their inventors, no one whose opinion is entitled to the slightest 
consideration is found to condemn them a priori^ on the ground 
of the danger and inexpediency of interfering with the existing 
condition of things. Any opposition to their being adopted 
proceeds invariably on the assumption of their not having 
as yet been proved to be real improvements. Surely then, 
no person endowed with the faculty of reason should system- 
atically shut his eyes in the case under examination, to the 
demonstrations of the political economist, and undertake to 
encounter these simply by the cry of theory ! theory I thereby 
implying that all experience is opposed to them ; when the case 
under examination is one perfectly analogous to that of an 
improvement in the arts, — ^in reference, that is, to the effects 
upon the progress of national wealth, — as the reader will recol- 
lect it was stated to be in a previous part of the present 
work. In both cases alike the labour of the community is 
rendered more productive than it was before. 



CHAPTER VIIL 



THB SAmr SUBJECT COITTIHUKD. 



WsRE the restrictionists to content themselves with con- 
founding, in the manner that has been explained, mere casual 
coincidence in time and place with the relation of cause and 
effisct, it would be tantamount with an acknowledgment on 
their part of the weakness of the position assumed by them. 
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But besides being guilty of this not very unusual fallacy in 
logic, they point triumphantly to the branches of industry 
^hich have been actually created, in more than one country, 
by the fostering hand of goyemment, and to the numbers of 
the people for whom employment has been thus provided* 
They forget that it is not in the power of the government of 
a country, by any legislative act, to command capital into 
existence. All that can be accomplished by such means, in 
respect to capital,, is to cause its transfer from one employ- 
ment to another ; and if new branches of industry be perceived 
to spring up, on account of the protection or encourage- 
ment afforded them by the imposition of duties on the impor- 
tation from abroad of goods of a particular description, we 
may rest assured that the quantity of capital which is em- 
ployed in aU the various branches of industry, taken togetheft 
will have remained unaltered. The only point, indeed, really 
at issue between the advocates of a free trade among nations 
and their opponents, is whether a certain portion of the capital} 
and therefore labour, of the country, shall be engaged in pro- 
ducing those commodities which are ordinarily exported in 
exchange for the commodities imported from other countries, 
or whether it shall be engaged in directly producing these last ; 
and this necessarily at a greater cost than they could be pro- 
cured from abroad. 

The case of Great Britain, as has already been mentioned, 
is very frequently referred to, for the purpose of illustrating 
the beneficial effects of the legislative encouragement of parti- 
cular branches of industry. For example, in the reign of 
Edward the Third, the wooUen manufacture, which subse- 
quently became so extensive a source of British wealth, was 
established through the instrumentality of such encouragement. 
And there is scarcely any other of the staple manufactures of 
Great Britain which does not owe its origin to the interference 
of the government in its behalf. Although capital, in all these 
instances, was merely transferred from one employment tp 
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another and less profitable one, yet I am disposed to concede 
that the encouragement bestowed upon manufactures in a 
European countty some centuries ago, when the community 
consisted only of the two classes of the nobility and of their 
retainers or vassals, had, in a certain degree, a beneficial ten- 
dency. It contributed, with other causes, to the formation, at 
that period, of an intelligent middling class, sp essential for the 
attainment by a people of even the smallest degree of political 
liberty, as well as for maintaining and extending this after it has 
been once attained. There is more than one country, in our 
own day too, in which it might perhaps, for similar reasons, be 
expedient to depart from the coiirse prescribed by the general 
principles of political economy. In the United States of 
America, however, the liberal constitution of the government, 
together with the character of the people generally, furnish 
certainly not the shadow of a, pretence for the adoption of any 
such measure. 

But there are some persons who, while they seem to be 
aware that the interference of the govei^nment, in behalf of a 
particular branch of industry, merely occasions a different 
distribution of the capital of a country, nevertheless maintain 
that what is called the natural distribution of it is the most 
advantageous one, only on the supposition of the degree of 
acquired skill in the various arts of life being the same among 
every people, — a supposition which, I need not say, cannot be 
admitted, when, in one country, a certain branch of industry 
has been long established, and at the same time, in another, it 
has not as yet been introduced. The labourers of the latter 
country must, in respect to the branch of industry in question, 
be evidently less productive than the labourers of the former ; 
and capital will, for this reason, not be invested in it. Under 
these circumstances, the propriety is urged of temporarily pro- 
ftecting eveiy conunodity from foreign competition which 
.there is good reason to suppose can be produced as cheaply 
at home as abroad, if only the ordinary degree of skill be once 
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acquired by the workmen of the country. Any sacrifice of 
national wealth which such a protection as this would imply, 
during the period of its existence, it is asserted would be more 
than compensated by the ultimately greater productiveness of 
labour, in consequence, to ensue. 

In opposition to the protection or encouragement here 
recommended, it may be observed that a practical difficulty 
will, in most cases, subsist in determining whether or not a 
commodity can be produced as cheaply at home as abroad ; 
that is, before the experiment is actually made of its production 
at home ui\der the most favourable circumstances of acquired 
skill, — and that if the matter be left to the discretion of the 
legislature, they will be apt, not unfrequently, to discover good 
reasons, for imposing one duty after another on commodities 
imported, in the mere urgency of interested and influential 
individuals, or in other considerations of an equally objection- 
able character. 

That the legislative encouragement of certain branches of 
industry is very often of advantage to some particular section 
of country will not be denied by the most zealous advocate of 
the doctrine of free trade. But every local advantage, which 
may result from the interference of the government with the 
natural distribution of capital and labour, must necessarily be 
at the expense of the country at large. Capita] will not only 
foe transferred from one employment to another, but likewise 
from one part of the country to another ; or, which is the 
same thing, it will be invested, in consequence of the action of 
the government, where it would not have been naturally in- 
vested. If, for example, the tariff regulations of the United 
States have benefited Rhode Island and some other portions of 
New England, the Union, taken as a whole, has administered 
the benefit. It would, moreover, have been well had the loss 
and gain here balanced each other. But since the natural 
distribution of the capital and labour of the community is the 
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m^st advantageous distribution of them» it follows that the loss 
inust have been more than equivalent to the gain. 

Besides the augmented investments of capital in a particular 
section of a country, we often hear the increased value of land 
in it cited as evidence of a creation of wealth, resulting from 
the restrictions imposed upon foreign commerce ; and I mean 
here, either the increased value of the land on which no addi- 
tional capital has been applied, or its increase in value beyond 
what would be determined by the ordinary profits of the addi- 
tional capital which may have been applied to its cultivation. 
A rise like this in the value of the land is a consequence of its 
having become more favourably situated in respect to a market 
for its produce, by means of the denser population now congre- 
gated in its vicinity. In as much, however, as the wealth, and 
therefore the population of the country, as a whole, will not be 
as great as it would be on the system of free trade, the rise of 
value of which I am speaking, will have been accompanied by 
more than a corresponding fall of value elsewhere. 

It has been stated that there is no advocate of a free trade 
among nations who will not be ready to admit the possibility 
of a particular section of a country profiting by those very 
restrictions on the freedom of trade which are injurious to the 
country, regarded as a whole. Some may, however, be dis- 
posed to argue that, because the whole capital of a country is, 
in such a condition of things, less profitably invested, or, in 
other words, because the rate of profits is not as gneat as it 
would otherwise have been, capital and wealth, and therefore 
population also, will not increase as rapidly ; and a period 
must sooner or later arrive, when every portion of an extensive 
country, whatever peculiar adaptations it may possess for the 
occupations artificially called into existence, will be less 
wealthy and less populous than it would then be if things had 
been left to take their natural course, undisturbed by the action 
of the government. All this is unquestionably true. Never- 
theless, those adaptations may, in certain cases, besoextraor- 



260 van PBIHCIYIiBI OT 

dinary as to cause the anticipated period to be consideraUgr 
postponed, and even occasionally postponed to such an extent 
as to justify us, for all practical purposes, in overlooking its 
advent altogether. A few localities in the portion of the 
United States situated north of the Potomac river were 
placed by our tariff laws, there can be no doubt, in the predi- 
cament just described. 

But it would be going a great deal too far to maintain, as 
others have done, that, notwithstanding the disadvantages to 
which the country, considered as a wliole, has been subjected 
by the action of those laws, the southern states were the only 
sufierers in the case, and that the North was a gainer^ although 
at the expense of the South. And I do not hesitate to say that 
the reader will, in proportion as he reflects on the subject, and 
especially on the difficulty of transferring capital from 
the southern to the northern states, in order thereby to realise 
a higher profit, be more and more satisfied of the latter having 
been losers by the tariff system as weD as the former, though 
not in an equal degree. 

We often hear of the great rewurcei of our country, which, 
it is asserted, require to be developed by means of protective 
duties. The iron, for example, of Pennsylvania, in so far as it 
is rendered, so to speak, available by the exclusion of foreign 
iron, is supposed to become emphatically a source of wealth 
to the country; while, had the foreign article not been 
excluded, it would have remained in the bowels of the earth, 
a voluntary and gratuitous sacrifice of national weal&. I 
need scarcely observe that all this is inconsistent with the prin- 
ciples which have been already explained. If the iron and 
other materials of human industry, that are furnished to us bjr 
the hand of nature, cannot be wrought into the state required 
by the consumer at a cost equal to, or less than, that at which 
the finished article can be imported firom abroad, they are in 
reality of no present value or importance. Is it then a matter 
of no consequence, it may be asked, whether a country is pos- 
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sessed or not of mines or beds of the difl&rent metallic ores, 
or, in general, of what is commonly designated as " natural 
riches 7" I reply that they are, on the supposition made, a 
desirable possession, in reference to ibejuture ; and this simply 
because of the possible exhaustion, in process of time, of the 
more economical sources of supply, — or because of the possi* 
bility of their being rendered in the progress of the arts, on 
account of the peculiar circumstances under which they are 
found,— circumstances at present of no importance, — the 
means of a more economical supply than is furnished to us 
from other sources. 



CHAPTER IX. 
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Whbv a protective duty is repealed, the branch of industry 
which was protected by it can, of course, no longer be carried 
on adFantageously. It will no longer yield the capitalist the 
ordinary rate of profits ; and he will, therefore, transfer his 
capital to other employments. Though the amount of the duty 
had been comparatively inconsiderable, his interests will, in 
most cases, have been affected injuriously by its repeal, owing 
to the impracticability of transferring his capital from one 
employment to another and dissimilar one, without sacrificing 
the more fixed portion of it. Had the duty been a high one, 
he might even be impoverished by the protection which it 
afforded him being suddenly withdrawn. And not the capi« 
tahst only, but the labourers also, who are in his enfploy, are 
necessarily subjected to loss, and frequently to much distress, 
by a repeal of protective duties. Tb&y find at least an equal 
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difficulty in transferring their labour firom occupation to 
occupation, as do their employers in the transfer of thw 
capital ; and besides, the transfer of this capital, implying, as 
it does, the conversion to a certain extent of circulating into 
fixed capital, cannot fail to deteriorate for a time the condi- 
tion of the labourers generally, by diminishing the amount of 
their wages. Again, if extraordinary facilities, by the removal 
of the duties imposed, be Muddenly afforded to the importing of 
commodities from abroad, a flow of specie will take place 
firom the country in question to all others, in the manner 
previously explained ; which, in its turn, will lead to a sudden 
contraction of the circulating medium, and to all the evils 
accompanying every such contraction. 

On the contrary, when protective duties are first exacted, no 
corresponding inconvenience or distress is apparent, especially 
in a country where, as in the United States, most of the com- 
modities exported are produced in very considerable quantities. 
While the necessity of paying the duties will induce a dimin- 
ished importation by the merchants of commodities firom 
abroad, the exports, it is true, will also undergo a proportional 
diminution ; but this will not, it must be obvious, take place as 
suddenly as that of the imports. There will be some time 
during which the changes before described, as intervening 
between the diminution of the imports and the consequent 
diminution of the exports, vrill occur ; which interval of time 
will have the effect, in only a comparatively slight degree 
however, of concealing from our view 4he injurious results. 
Where, too, the exports diminished are chiefly of such com- 
modities as are extensively produced in the country,— cotton, 
flour, or tobacco, for example, — ^the inconvenience incurred 
will be so diffused as not to be felt as injuriously as it would 
otherwise be, and, on this account, not to proclaim itself so 
unequivocally to the observer. Moreover, when the duties 
under consideration are first exacted, a flow of specie into the 
country will result fifom the imports becomul^ less than 
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before; and the circulating medium wiH, for a time, be 
eapanded, instead of contracted, as it would be if those duties 
were to be repealed. 

There are many individuals, of sufficient sagacity in othbr 
respects, who, in place of realising to their full extent the evils 
of a sudden change in the existing system of things, even 
though it be in a right direction, and endeavouring to mitigate 
those evils by passing gradually, instead of suddenly, from^the 
system of restriction to that of free trade, attribute the evils 
in question to the latter system, and denounce it accordingly, 
as calculated, more than any other device which its enemies 
could invent, to be ruinous to the country into which it is 
introduced. Without doubt, every change of the kind now 
under consideration should be of a gradual natui^, not only 
that time may be allowed for the transfers of capital and 
labour to be efiected, but likewise, I may add, in order to 
take away from such individuals as those above alluded to, as 
well as from some of the mere cavillers against the conclu- 
sions of the political economist, the appearance of an 
argument against them, as being contradicted by practice ; 
hoyrever beautiful, or even correct in theory they sometimes, 
very strangely, admit them to be. 

Yery little needs be said concerning the argument against 
the abolition of restrictions upon commerce, founded on the 
the supposed rights of the individuals who have invested their 
capital and labour in occupations which owe their existence 
to such restrictions, — or concerning the obligation which the 
government of a country is under to protect those rights, by 
maintaining undisturbed all existing investments. If this were 
to be conceded, we ought, in order to maintain our consistency, 
also insist upon the interposition of the government, not to 
encourage the introduction of improvements in the arts, as it 
is in the habit, in most civilised countries, of doing, by the 
granting to inventors certain exclusive privileges, but to check, 
to the full extent of their power, the career of improvement ; 
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for it is plain that nothing of the sort can possibly occur with- 
out less 'or more of injury to some portion of the labour and 
capital of the community. On this view of the subject too, 
steamboats should never have been permittted to supersede the 
various other sorts of craft which in times past used to navi- 
gate our rivers ; nor should the proprietors of turnpike stock, 
or of horses and wagons, have been subjected to any incon- 
venience or loss, by the construction, in so many different 
directions, of canals and rail roads. It oug-ht always, indeed, 
to be borne in mind that the removal of all such restrictions 
on man*s liberty, as have heretofore prevented the full 
exercise of his productive powers, is perfectly analogous in 
its effects to the inventing of more efficient machinery, or the 
discovery of new and more advantageous processes in the 
arts. And the obligations of the government are the same 
precisely in the one case as in the other. 

I must not forget an argument which has, not unfrequendy, 
been urged in favour of the legislative encouragement of 
different kinds of manufactures in the United States; the 
argument, to wit, that their introduction into the country gives 
employment to a considerable number of women and children, 
who would otherwise be idle, — and that the products of their 
industry are, on this account, to be regarded as a clear 
national gain. This argument may be met by once more 
stating the fact, that, when a government undertakes to encou- 
rage any particular branch of industry, it does not create an 
additional amount of capital, but only causes a certain portion 
of the capital already existing to be transferred from one 
employment to another, — as well as by tracing the consequen- 
ces flowing from this fact Since the whole amount of capital 
continues unaltered, and, agreeably to what has been already 
shewn, is employed less productively than it was before, it is 
absolutely impossible that the circumstance of a number of 
the women and children of the country being provided with 
occupation by the manufacturers should in any way promote 
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the progress of national wealth. We may even pronounce 
the labour of these women and children to be a positive evil 
to society, and also to themselves, because the whole labour 
applied under the system of encouragement is less productive 
than the whole labour applied before the adoption of that 
system. 

But as the argument, now under examination, has occa- 
sionally been very strenuously insisted on by the advocates 
among us of a high tariff of duties, I will present the refutation 
of it in another point of view. So long as the same amount of 
capital exists in tlie country, so long will the portion of it con- 
sisting of wages continue unaltered ; that is, if we assume 
wages in every employment to bear the same proportion to 
the whole amount of capital. On this supposition, the wages 
paid to any class of persons, who were heretofore unemployed, 
will have to be taken from the wages of those who were here* 
tofore the only labotirers. Hence, in the case before us, even 
if we suppose the men out of a given population to labour as 
much as they did, what they receive for their labour will have 
been diminished by the amount handed over to the women and 
children. And if a refuge be sought from the consequence 
just deduced, of the diminution of the wages of men's labour, 
by gratuitously supposing the men hot to work as much as they 
did before, very little will have been gained in support of the 
argument urged. Few persons will be disposed to admit the 
mere Substitution, in any degree, of the labour of women and 
children for that of the adult male population to be productive 
of a national gain. But the supposition which I have made,— 
that the wages of labour bear the same proportion in every 
employment to the whole capital applied, — is incorrect In 
some employments this proportion is a very considerable one ; 
in others, the case is the reverse. Since, however, any diver- 
sity of the kind furnishes no inducement, as has been proved, 
why we should prefer any one branch of industry to another, 
and why th^ distribution of the capital of a country shall 
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become different from what it was, we may, for our present 
purposes, lAanifestly reason as if the supposition made were 
strictly true. 



CHAPTER X. 

EFFECTS OF BOUNTIES — MODIFICATIONS OF THE SYSTEM OF FRBB 

TRADE. 

Hitherto I have been treating of the effects of duties 
imposed on the importation of commodities from abroad, as if 
such duties were the only means of encouraging the domestic 
production of the like commodities. But the fact is otherwise. 
The encouragement required may be administered by the 
granting of a bounty to the domestic producer ; that is, by 
directly taxing the community at large for his benefit In as 
much as his profits cannot eventually be more than the ordi- 
nary profits received in other occupations generally, it is 
evident that the bounty which is of an amount just sufficient 
to enable him to realise those profits will be a national loss, 
without any compensating gain ; or, in other words, a bounty 
of this description will have precisely the same ultimate effect 
as a duty to an equal amount on the foreign commodity 
imported. 

The nature and operation of a bounty being once properly 
understood, there is no one who will hesitate to put aside' 
without any farther discussion every objection to the system 
of free trade, in reference to the United States, which is 
founded on the supposed expediency of countervailing the 
effects of a bounty, granted to certain producers by the 
government of Great Britain, or any other foreign govemmeat» 
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vrho will refuse to apply to the case of the natural distribu- 
tion of labour and capital being disturbed by the granting of 
bounties, all that has been delivered in the preceding chapters 
of the present book concerning the disturbances of the natural 
order of things by the imposition of duties. 

It may be remarked that, notwithstanding the almost obvious 
analogy just pointed out between bounties and duties, many 
persons among us, who are not backward in expressing their 
opposition to a system of bounties for the encouragement of 
American manufactures, are yet earnest advocates for encou- 
raging them by a high tariflf of duties. The national detriment 
is comparatively easy to be perceived in the former case. In 
the latter, the effect produced taking place more indirectly, 
the judgment of the parties adverted to is more apt to be 
imposed upon by the superficial notions on the subject almost 
every where to be met with. 

Every argument in favour of a protecting tariff which I 
deem to be unsound, and which at the same time has some 
appearance of plausibiltiy, has been passed over in review ; 
and I shall now proceed to a statement of some reasons why 
I conceive a modification of the general principle of free trade 
is sometimes admissible to a certain extent. 

Most of these are founded on the expediency of guarding 
against the ** evils of change," — an expediency which has been 
already adverted to. The chief source'too, of such evils, is a 
firequent transition from a state of peace to a state of war, or, 
yice ver8&, from a state of war to a state of peace, and espe- 
cially the latter. As an illustration, take the case of our own 
country; and' let us look at the effects which ensued in respect 
to the distribution of capital, on the declaration of war in 
1812 against Great Britain, and again on the return of peace 
in 1815. Previous to the first mentioned event, the legislative 
encouragement of American manufactures was, as every one 
knows, comparatively small ; and it was found more profitable 
to procure most manufactured articles from abroad in exchange 
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for the agricultural products of the country, rather than under- 
take to produce them at home. But the war, by cutting oC^ 
to a considerable extent the commerce with foreign nations, 
altered the condition of things very materially. This natural 
effect too, of a state of war, was aggravated, in the instance 
under consideration,- by the'overwhelming power of our enemy 
on the ocean, as well as by the doubling of the duties on 
imports, for the purpose of revenue, which then took place. 
Manufactures, thus powerfully encouraged, sprang into 
existence in the northern and middle states, where, for various 
reasons, the most advantageous situations for them existed. 
Now, on the return of peace, and the consequent repeal of the 
double duties, there was necessarily a reaction. Much of 
the capital and labour which had been invested in manufac- 
tures was transferred to other, and, at the time, more 
profitable employments, — ^a transfer, impljdng, of course, a 
considerable abandonment or loss q{ capital, together with 
great inconvenience and distress among both the capitalists 
and the labourers who were thrown out of their employ, and 

I who could not readily adapt themselves to occupations having 

often little or no analogy with those to which they had been 

' accustomed. 

There was another circumstance which, in a very great 
degree, augmented the sufferings of the community in general, 
at the period referred to. I mean the sudden eohancement of 
the value of money resulting from the extraordinary impofta- 
tion of commodities other than money from abroad, unac- 
companied by a corresponding augmentation of the amount 
of exports. Why a change of this description in the value 
of money should be productive of evil, needs not to be here 
repeated. It has been sufficiently explained in the preceding 
book. The only point now calling for remark is the fadf 
that the imports into the country, at the peace, were aog* 
mented in a greater proportion than were the exports firom it. 
This was owing, in my opinion, to two distinct eausea. Fiist, 
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the ordinary exports from the United States were, perhaps, 
more indispensable to foreign countries, Great Britain 
particularlyy than our imports from them \yere to us. It 
happened, therefore, very naturally, that those countries, on 
the interruption of their commercial intercourse with us, made 
new investments of capital, even to a greater extent than was 
done by ourselves, in order that they might be supplied with 
what they most wanted : such new investments, also, they were 
not, by any means, as willing to disturb as we were. And 
secondly, for several years previous to the commencement of 
ihe war, and in a measure during that period, British manu- 
factures had been excluded from the continent of Europe. 
They accumulated, in consequence, in the hands of the 
manufacturers at home; who, rather than undergo the 
inconvenience of transferring their capitals to other employ- 
ments, continued to manufacture, in anticipation of the vent 
for their products which a peace must sooner or later open 
to them. Accordingly, when peace at length did return, the 
accumulated mass was poured into America ; every manur 
factorer and merchant acting as if every other were not 
doing, or were not likely to do, just what he did ; and thus 
glutting our market, so as, on the one hand, to cause prices 
to fall ruinously low to the parties concerned, and, on the 
other, to induce a flow of our specie to Great Britain, greater 
still than would otherwise have occurred, — and this, too, 
when the banks of the eountry had suspended specie pay- 
ments, and when it was desirable they should make every 
exertion possible for the purpose of resuming them. 

Although some of the circumstances which gave occasion 
to the pecuniary disasters of 1615 and the immediately 
SQCceeding years were of a peculiar nature, and not at all 
likelr to occur again, at least to occur again in any thing 
Eke the same degree, it is quite obvious that causes of such 
disasters will be in action sufficiently, at every conclusion of 
a war, to fomidi an argument to the advocates of a protec- 
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live tariff. This U'gument wiU, bosides, gain force exactly 
according to the probable frequency of the changes from 
peace to war, and again from war to peace. We might, 
indeed, suppose these changes to take place so very frequently 
as to justify the enactment, by our government, of as high a 
tariff of duties as any which the advocates for the legislative 
encouragement of domestic manufactures have, at any period 
of our history, ventured to propose as a means of protection 
for the branches of industry that have been called into exist- 
ence during a state of war. And it must be evident that 
persons, who are perfectly agreed with respect to the general 
principles of political economy, may yet differr and perhaps 
even considerably differ from each other, in the amount of 
duty which it is expedient to impose for the purpose of giving 
a greater stability to the employments of capital, — according to 
the difierent estimates they may form of the probable frequency 
of the occurrence of the changes in question. 

Taking things as they are, and looking at the future pros- 
pects of the country, not only by the light of past experience, 
but also by that which is reflected to us from a survey of the 
subsisting international relations of the civilised world, there 
are probably few political economists who would hesitate to 
give their assent to the imposition of a duty of say five per 
cent upon the value of a foreign commodity on its being im- 
ported into the country ; such a duty being adequate to the 
exclusion of it ahogether, and adequate therefore to the 
effective encouragement of the rival American article. That 
which before could be procured for twenty dollars will, in 
this event, require twenty-one dollars to procure it ; and if 
we suppose the whole value previously consumed by us to 
have been a million of dollars, and suppose farther the quantity 
consumed to continue the same as it was, the entire additional 
cost will amount to $50,000, or rather to something less than 
this sum, because the duty imposed, that it may be effectual 
for the purpose intended, shoukl always exceed, as has been 
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shewn, the difference in the cost of the articles, domestic and 
foreign. On the suppositions which have been made, I need 
not say that such additional cost would be the measure 
of the national loss or sacrifice incurred, for obtaining 
the advantages of a greater degree of stability in the distri- 
bution of the capital and labour of the community. One of 
those suppositions, however, does not correspond with the 
actual facts of the case, to wit, that the quantity of the article 
consumed will remain unaltered. When prices rise, which 
they will do when the cost of production is greater than it 
was, aknost every person wiU be disposed to consume less 
than he did before ; and some will even cease altogether to 
consume the articles in question. Hence the national loss has 
been estimated above at too high a rate. But the proper 
estimate will not be equivalent simply to five per cent, on the 
whole value actually consumed. It is evident that to this must 
be added all the inconvenience, or diminution of enjoyment, 
suffered by that portion of the community who have been 
induced, by the rise of prices, to dispense with some of the 
articles which they were heretofore in the habit of buying, and 
to consume in their stead what, but for this rise of prices, 
they would not have preferred ; so that the loss incurred may, 
notwithstanding^ sometimes approach to our first estimate 
of it 

In respect to many commodities, it is quite possible that 
political economists might be nearly as unanimous, were the 
duty proposed one of ten, in place of five per cent, ad valorem. 
When, however, we come to a still higher duty than ten per 
cent., the dissentients among the class of individuals, of whom 
I am speaking, will soon become exceedingly numerous. And 
my readers need not to be told that duties of fifty or a hundred 
per cent, — duties implying a sacrifice of national wealth in a 
year or two e<]ual in value to the entire annual consumption by 
the community of the commodities tazed,^— cannot but bo 
regarded as a legislative absurdity. 
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CHAPTER XL 

or THE MOST EXPSDIEUT SCALE 07 DUTIES— MTEBFERBirGBS 
WITH THE SYSTEM OF FREE TRADE FARTHER OOMSIDfiRSDb 

GRANTiiroy for the present, the expediency, for the reason 
which has been assigned, of imposing a certain amount of 
duty on the imports into a country, with a view to the encour- 
agement of particular branches of industry, there is a leaaoo 
why the same ad valorem duty should be imposed on every 
commodity imported from abroad ; and this is, impartiality in 
the system of legislation with respect to individuals, or classes 
of individuals. If the government act steadily on the pkn 
suggested, its action can scarcely fail to be guided exclusively 
by a view to the general welfare. However urgent any one 
class of influential capitalists may be in their applicattoM f«r 
farther encouragement, a practical difficulty in the attain- 
ment of their object will be presented by the necessity (^ 
imposing an additional duty on every thing else imported, as 
well as on the foreign commodity which comes into compe- 
tition with the products of their industry. Under these 
circumstances, the representatives of the people, — wherever 
the assent of such representatives is a necessary preliminary 
to taxation, — ^wiU be, evidently, much less disposed to comply 
with the wishes of the applicants, than if tkeir case was the 
only one upon which they were called i^n to decide. It may 
be added that a system of legislation, so simple as that now 
under consideration, would have moreover this advantage, 
that it would, perhaps more than any other device which 
could be imagined, have the efiect of preserving the purity of 
the legislative body. If the motive i<x bribing, or otherwise 
corrupting the integrity of the members, would still exist in its 
usual force, the members will not so r^ily consent to \m 
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corrupted or bribed. The debasing practice too, of certain 
interestSy not naturally allied to each other, combining together, 
in order by their united influence to obtain their private or 
local ends, at the expense of the people generally, — a practice 
to which, among ourselves, has been affixed the elegant 
appellation of log-rcllingj — ^would but seldom meet with suc- 
cessy and would therefore fall into comparative desuetude. 
We would, in short, enjoy all the moral, as well as the physical 
advantages, of a system of legislation having general and not 
special purposes in view. 

If a uniform ad valorem duty be imposed on every com- 
modity imported from abroad, two consequences must 
invariably ensue when the existing rate of duty is raised ; in 
the first place, a greater degree of encouragement will be 
yielded to the domestic producers, — and secondly, the public 
revenue will be altered in amount. I say altered, and not 
augmented in amount, because, although in every instance of 
an extensive addition to the tariff of duties in the United 
States the revenue has become greater than it was before, we 
may easily conceive of the duties on foreign goods to be 
advanced to so high a rate as to constitute a bar to all importa* 
tion whatever from abroad, and therefore to exhaust altogether 
the source of revenue. And hence, it is plain, that the public 
revenue may, under different circumstances, be either 
augmented or diminished by raising the general rate of 
duties. 

Now let us suppose, what will appear from the foregoing 
remarks to be quite possible, that, when the rate of duties is 
rendered just high enough to furnish an adequate revenue, the 
expedient degree of encouragement or protection is not 
afibrded to the domestic producers, — a state of things, how- 
ever, not very likely to take place in this country. Here we 
would be necessarily forced to abandon the ad valorem 
system of protection, and to impose in certain cases aa unequal 
rate of duty. And the question occurs ; — ^If, for the reason at 
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present assigned, or for any other reason, unequal protective 
duties are to be imposed, what principle ought to guide us in 
proportioning to each other the different items of the tariff 7 Or, 
in other words, why should one commodity be taxed higher, 
and another lower ? I will only reply in general terms, that 
those branches of industry which are productive of the means 
of the national defence against foreign aggression, or of the 
necessaries of life, deserve to receive the aid of the legisla- 
ture in a greater degree than others, all other circumstances 
being the same ; for the inconveniences suffered by the com* 
munity in consequence of a deprivation, or partial deprivation, 
of the articles adverted to, in a period of war, would obviously 
be greater than would be suffered, were they to be deprived 
for a season of luxuries merely. 

After what has been observed concerning the efiects of a 
transition from a state of peace to a state of war, and the 
leverse, upon the distribution of the capital and labour of a 
country, my readers will be disposed to think with me that the 
greatest obstacle now existing among the civilised nations of 
the earth, to the general introduction of the system of free 
trade, is the doctrine, so universally practised upon, that the 
property belonging to individuals of agnation at war with 
another may be lawfully captured, and become the property 
of the latter, or of captors deriving from the government of 
the latter their authority to rob on the great highway of the 
ocean. This transfer by a government to privateers of its 
assumed privilege to prey on the property of its enemies is 
generally considered, and perhaps properly so, to be a more 
aggravated iniquity than for it to do the same act by the 
direct exertion of its own power ; and on this account it is 
that the expediency and means of abolishing the practice of 
privateering has been frequently drawn into discussion among 
diplomatists, and its abolition even in one or two instances 
stipulated for by treaty. We may be permitted to hope that 
with the still farther progress of the nati<mB in the career of 
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civilisatioD, this detestable system of legalised piracy will 
cease to be a disgrace to humanity. But the philanthropist 
ought to aim at something beyond this. Indeed, he ought not to 
stop short, so long at least as he is not satisfied of the object 
proposed being a moral impossibility, of the establishment of 
the same degree of respect for the rights of private property 
on the OQean as on the land. The preponderating naval power 
of Great Britain, it must be confessed, renders at the present 
moment the anticipation of the occurrence of such a state of 
things almost Utopian. It is not be expected that she will 
consent to yield up voluntarily, as a sacrifice to the general 
welfare of mankind, any portion of her means of annoying her 
enemy in war, without some compensating gain. In this 
point of view, her Overgrown navy cannot but be regarded 
as a nuisance of peculiar magnitude. All other nations should 
exert themselves, in every just and expedient mode, to abate 
it And what would be productive of an approach at least 
to the result desired, in reference to the matter now before us, 
they should likewise combine together to obtain the recogni- 
tion universally, in opposition to the present British doctrines 
and practice, of the principle that "free ships make free 
goods," or that '* the flag of a neutral covers the property of 
an enemy," as well as of the principles of " strict blockade." 

Transitions from a state of peace to a state of war, and the 
reverse, are not the only changes giving rise to sudden and 
frequent transfers of capital and labour from one employment 
to another. It might occasionally be very desirable to counter- 
Tail, to a certain extent, the varying legislation of other nations, 
by a corresponding, though Umporart/y modification of our 
own tariff laws. To illustrate my meaning, let us suppose the 
government of Great Britain to grant to the producers of 
cotton goods so large a bounty as to enable them to have the 
advantage in every description of such goods, over the Ameri- 
can producer, in the market of the United States. The efiect 
of this will be to causOi in both countries, a considerable 
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alteration in the distribution of labour and capital. If this 
state of things v^ere to continue, a benefit will have been 
bestowed upon us by the British government. We would be 
gainers by the diminished cost of procuring manufactured 
cottons. For a time however, while the transfers of labotir 
and capital were going on, much inconvenience, and even 
distress, would be experienced by both capitalists and labourers. 
To render those transfers more gradual than they would other- 
wise occur, and thereby to alleviate the sufferings of the parties 
injuriously aflected, if not to remove them almost entirely, 
nothing more would be requisite than to grant a like bounty 
to the American manufacturer as the one granfed abroad, or 
to impose an equivalent duty on the foreign commodity when 
imported into the country; which bounty or duty could be 
then diminished at intervals, until it should be entirely repealed. 
By making in this manner a temporary sacrifice, for the purpose 
of warding oflT to a certain extent from a portion of the commu- 
nity the " evils of change," the sum of the public enjoyment or 
happiness might, all things considered, be rendered greats than 
it would otherwise be. There is, however, an objection which 
the advocates of free trade would prefer against the adoption 
of the suggested course of legislation, and which it is proper 
should be stated here. In almost every country, the parties of 
free trade and of restriction are arrayed, ntore or Jess for- 
mally, against each other ; and for the former to yield ground 
to the latter, even with the intention and understanding of its 
being resumed, after a short period shall have elapsed, might 
be deemed by them to be too hazardous a measure. They 
might find it much easier to impose a duty or bestow a bounty, 
than to withdraw it when once existing. 

Should the government of Great Britain, instead of granting 
a bounty to the producer in that country of a commodity, 
with a view to enable him to obtain for it the command of the 
foreign market, do the contrary of this, that is, should it 
recall a bounty heretofore granted by it, and which had con* 
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ferred on the British producer the power of supplying the 
foreign market, or say, more particularly, the market of the 
United States, — ^a power he did not before possess, — a transfer 
of American capital and labour will take place, as on the 
previous supposition ; but being taken from the capital and 
labour of tlie country generally, the temporary inconvenience 
resulting in any one branch of industry will hardly be per- 
ceptible, and no legislation will be necessary to lessen it 

But next, let the British government, after having, in the 
manner just described, called American manufactures into 
existence, retrace its steps, and restore the bounty which had 
been repealed. By so doing, those manufactures may be quite 
as speedily annihilated as they were at first established. And, if 
the government of our own country remain all the while a pas- 
sive spectator of what is going on, it is clear that this twofold 
process may be continually repeated to the great injury of our 
people. It is true that neither the British, nor any other 
government, is likely to act in the contradictory manner above 
described ; since they could not do so without occasioning a 
similar injury to their own subjects. Nevertheless, were the 
government o( any one country in reality so to act, it would 
be the imperative obligation of every other government to 
modify its tariff of duties, or system of bounties, in such a 
manner as to prevent as much as possible the infliction upon 
society of the ** evils of change.'' 
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CHAPTER XIL 



THE SAME SUBJECT OOllTIirUED. 



The effects of the impositioQ or repeal of bounties or pro* 
tecting duties in any one country upon other countries is, 
indeedy very far from being generally understood. I will 
illustrate them farther in the case of a rq^eal of a duty, 
and the reader will then not be at a loss to understand what 
will happen in every case where a protecting duty is ui^posed, 
instead of being repealed. 

Suppose that, but for the existence of the British com laws^ 
com would be annually exported from the United States to 
Great Britain to the value of ten millions c^ dollars. The 
reader needs not to be told that this supposition is made only for 
t)ie sake of argument ; and that, were those laws to be in fact 
repealed, it is not at all improbable, from a comparison for a 
aeries of years past of the prices of the different kinds of grain 
in the two countries, that very httle of it would ever be 
exported from this country to the British islands* Ten miUions 
of dollars could not be added to the value of our exports 
without a corresponding addition being made to our imports, 
on the principles already, explained. If our imports were not 
to increase when our exports were doing so, the baluice would 
have to be paid for in specie ; and, if paid for in specie, a 
general rise of prices must ensue at home, while the contrary 
will be the case abroad. An additional motive for importing 
and a diminished motive for exporting commodities, other than 
money, will then exist. The imports must, of course, go on 
increasing while the exports will go on dimimshing^/nm their 
augmented amount; until at length they will be again in 
equilibrium with each other^ and specie will cease to flow 
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from the one coontry to the other. When this has'taken place> 
it is evident that no additional amount of commodities can be 
annually exported without leading to a corresponding addi- 
tion to our ordinary imports. Hence too^ a repeal of the 
British com laws, on the supposition above made^ would be 
necessarily followed by a greater consumption in the United 
States of British goods of a description to come into competi- 
tion with our own manufactures ; and if the repeal be a sudden 
one, a temporaiy enhancement of the protecting duties in their 
behalf would be desirable. This efl^t of the repeal of 
restrictions, on our liberty of exporting the products of Ame- 
rican industry to other parts of the commercial world, is 
plainly the reverse of what the advocates of a high tariff sup- 
pose it would be. They indeed often, under a conviction that 
our manufacturers could then sustain themselves without any 
legislative protection, go so far as to proclaim their willing- 
nesa to give up their favourite S3rstem, provided foreign 
nations would at the same time admit our products freely into 
their ports. 

The only remaining reasons which seem to me to have any 
weight to indoce a modifieation of the piinciples of free 
trade, in their application, at least, to the circnmstances of an 
agricultural community, and to one continoally spreading 
itself oat, as in the Umted Stales, over ft vast extent of a 
liithetto uncultivated wiMemess, are the two following. Firsi, 
that the introduction of manufactctfes, even at the national 
sacrifice implied by the imposition of a duty on imports^ or 
by the enactment of a dkect s]rstem of bounties, would 
fimnsh a greater diversity of occii^tions, and would, in con- 
•equenee, be favourable to the development by the people of a 
greater intellectual, and therefore also sltimately of a greater 
phjracal power. Every individual coidd then more readily 
Aid an occupation adapted to him; and inventtcms itt the 
ymriom arts of life would be likely to be made more rapidly 
^wiien the oppoftunky was afforded of compiling togedier,as 
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would then too be the case, a greater number of the processes 
actually employed in them. Secandlfff the population of a 
country may be diffused over so very wide a surface, when 
compared with its numbers, as to subject it to a considerable 
moral disadvantage. A greater proportion of the people must 
then, almost necessarily, remain destitute of the means of 
education as well as of the services of religion, or must possess 
them in a diminished extent 

I shall not undertake to estimate with any exactness the 
degree in which these arguments in support of the system of 
restriction apply to the circumstances of our own country; and 
shall here merely oppose to them some considerations which, 
although only secondary in importance to what has already 
been adduced to shew that the natural distribution of cajntal 
and labour is the one most advantageous to the community at 
large, ought not to be entirely passed over in silence. The 
considerations adverted to will, not improbably, be regarded 
by the reader as constituting an adequate set-off for the above- 
mentioned restrictive arguments. 

Although it is unquestionably true that every occupation is 
equally advantageous, on the average, to both the capitalists 
and the labourers concerned, — and therefore to the country 
in general, in so far as the capitalists and labourers are aqw- 
ble of afpredating the various circumMtances of advantage or 
of disadvantage connected with t^, — ^it is likewise true that 
men are in most cases apt to exaggerate the prospects of 
advantage, and to do the reverse of this in reference to those 
of disadvantage. This happens more especiaUy to the young» 
upon their entrance on the profession or career which they 
have chosen for themselves, or upon their entering on any 
temporary undertaking. But, at every period of life, we 
perceive individuals speculating in lotteries, in the stocks, and 
in property of every description, on the same principle ^ evea 
with a full knowledge of the chances of Isuccess being against 
them, every one looks with a less or more sanguine expecta* 
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tion to a prosperous result, and, if success does not arrive, 
experiences something like a feeling of surprise. Consistently 
too with all this, those occupations which are the most fluc- 
tuating in the value of their products will, comparatively 
speaking, have more capital and labour applied to them than 
others vrill have. Those which are productive of the luxuries 
will be, in this manner, more crowded than others which are 
productive of the necessaries of Ufe; manufactures, conse- 
quently, more so than agriculture. 

And there is another disadvantage of manufacturing 
industry, very closely connected with the one just mentioned. 
The sudden declension to which many branches of them are 
liable from a sudden diminution of demand, — a diminution of 
demand that may «rise from a change in the fashion of the 
day, — ^will frequently throw a large number of labourers out 
of employment, who will be obUged for a time to content 
themselves with a reduced rate of living. They will thus 
have their ideas lowered of what constitutes for them a com- 
petent livelihood, and their condition will have a tendency to 
become permanently degraded. Other circumstances being 
the same, we have here then a reason of some weight for 
postponing the period of the introduction of manufactures into 
a country, and, afortiorif a reason for not forcing them into 
existence, by the instrumentality of legislative enactments, 
before the natural period of their introduction shall have 
arrived. 

Again, if the condition of the labourers in any one depart- 
ment of industry be depressed from any cause below the rate 
at which it would be but for the action of that cause, it will 
necessarily happen that it will come to be depressed in every 
other ; or, in other words, the wages of labour generally wiH 
be lowered. 

In a preceding part of the present treatise, it was, moreover, 
shewn that the command which the mass of the community 
at any time possess over the necessaries and luxuries of life is 
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determined, other circumstances being tbd stme, by their 
moral condition. To say here, therefore, that the general 
rate of wages is reduced, is equivalent to saying that the 
moral condition of the people generally has been depreciated. 
There is also an argument against a protecting tariff which 
I have never seen stated by any other writer on political 
economy, and which, though not of much comparatiTe 
moment, deserves, in my opinion, not to be passed om 
without mention in this place. On the first enactnient of such 
a tariflf, or on its being at any time rendered higher than it 
was, the reader will recollect that specie will flow for a seaaon 
into the country where this has taken place from all others 
with which it has intercourse, that is until the due proportioa 
between the exports and imports, which had been dUUarbei 
by the interference of the government with the pre-exigtii^ 
state of things, is again restored. It is plain that the quantity 
of specie in the country will be greater according as a greater 
degree of protection or encouragement has been afforded to 
the various classes of domestic producers, by means of the 
imposition of duties en commodities imported from abroad ; 
— and the same conclusion will manifestly hold good if the 
encouragement be afforded through the instrumentality of a 
system of bounties, or in any other supposable way. Henoe 
a nation needs only to adopt the restrictive as opposed lo the 
free trade system, and it will secure to itself a pennanent^ 
augmented specie circulation, and therefore also a permanendy 
augmented circulating medium, in whatever proportkiis of 
paper and metallic money this may be composed. Bot wift aa 
augmented circulating medium be an advantage to a country! 
After what has been delivered concerning money in my thooi 
book, I hope there will be none among my readers who wil 
for a moment hesitate to reply in the negative. In that piaee^ 
it appears to me that I have satisfactorily shewn it ta be a 
matter of great indi&rence, looking at permanent iMoit% 
whether the circulating medium be large imt saaall; the value 
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of it* regarded as a whole, being, whether large or small, 
invariably the <same. And so far is the retaining a greater 
amount of iqpecie in the country an advantage to it, it is a 
positive disadvantage ; for every dollar so retained excludes 
an equal value of other commodities, which might be procured 
ia exchange for it by exporting it abroad. The whole amount 
of the specie- unnecessarily retained should be therefore 
regarded as a national loss* 

The conclusion just arrived at has been deduced on the 
supposition of the state of free trade having been disturbed by 
the first enactment of a tarifTof duties on imports. It is evident 
that the same conclusion will result if we suppose the existing 
protecting tariff to be added to by the enactment of other 
protecting duties. And again, it must be equally evident that 
there is nothing in my reasoning which is not as applicable 
when the duties imposed on imports are productive of 
a revenue to the government, as when they operate prohibi- 
torily ; that is when the imposition of such revenue duties is 
followed by the importation of a diminished value of commo- 
dities from abroad ; whicli might not, however, be always the 
case. 

Every condition of society, it may be observed in the next 
placOi a subjected to alteration from the inconstant passions 
and variable <^nions of men ; but none is less liable to flue- 
tnatiim, and especially to great fluctuation, than that which 
is Uie most natural, or in other words than that which 
requires the least amount of legislation to secure its continu- 
amoe. The laws of nature are as immutable as the will of 
Him who has ordained them : human laws, on the contrary, 
only endure for a time, and often, even when least open to 
well founded objection, for a very short period of time. That 
ftvsfmify therefore,* which is the least dependent upon artifi- 
cial regulation, will be the most stable, and for this reason the 
Bioflt desirable- And here we have another argument in favour 
gf the ffyilem of im Ifade. 
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I also maintain the expediency of leaningy in every doabtfbl 
case, towards a freedom of trade with other nations rather 
than in the contrary direction* on account of the freedom in 
question being the most desirable conditi<» <^ things, if 
universally introduced; and because the only mode of gradu- 
ally introducing it is by the more enlightened among the 
nations of the earth setting the example of advancing in the 
right direction, whenever an opportunity is oflfered to them of 
doing so. Free trade, indeed, should always be looked upon 
as a goal which all the nations are, in the course of improve- 
ment, to strive to arrive at eventually. 

And this is not the only point of view in which the cause of 
free trade is likewise the cause of civilisation. May we not 
hope that, when, by the gradual removal of the restrictions 
which at present, almost every where, impede the intercourse 
of one country with another, this intercourse shall become 
every where more and more extensive, the extreme incon- 
venience consequent upon the interruption of it by a sudden 
change from a state of peace to a state of war, together with 
the inconveniences which must ensue from the transfers of 
capital and labour to which the changes from peace to war 
and from war to peace give occasion, will tend to lessen the 
frequency as well as the duration of actual warfare, and to 
substitute the public opinion of mankind in place of the mus* 
quet and the sabre as an arbiter of the disputes of nations? 
But however the reader may respond to the question just put« 
he will be prepared, with the writer, to look upon the princi- 
ples of free trade as contributing to the peace of the world, 
and to the general progress of human civilisation, by their 
inconsistency with the notion stiU too prevalent, that what is 
gained by one nation, by means of its foreign commerce, is 
gained at the expense of some other, — and by their leading, on 
the contrary, to a firm conviction of the prosperity of any one 
country contributing to that of every other, on account of its 
tendency to render the conunerce between them ever more 
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and more extensive, — a commerce which is shewn to be, of 
necessity, mutually advantageous to all the parties con- 
cerned. 



CHAPTER XIII. 



THS SAMB SUBJSOT OOVTlirUXD. 



Lovo as I have already dwelt on the subject, of the tariff 
and free trade, I deem it expedient, before quitting it, to point 
out a few of the mistakes, in addition to those already 
adverted to, into which the parties have fallen, by whom it 
has been agitated in this country. In doing this, some light 
cannot fail to be shed on the application of the principles 
which may now be regarded as having been established. 

At the expiration in 1815 of the war with Great Britain, a 
tariff of duties was enacted by Congress, intended, on the 
one hand, to furnish the general government of the Union 
with an adequate revenue, and, on the other, to administer a 
certain amount of protection from foreign competition to the 
American manufacturers. Although this protection might 
not, at the time, have been judged by many of them to be 
large enough to secure the accomplishment of the intended 
object, very few suspected that they would, before any consi- 
derable period should have elapsed, become earnest solicitors 
with the government for the enactment of a scale of duties on 
foreign imports, which they themselves would not have hesi- 
tated to have previously pronounced to be, if not extravagant, 
at least altogether unnec^sary. Whence did this mistake on 
their part arise ? And how was it that, notwithstanding the 
acquisition of incieased skill by the American manufacturers, 

87 



386 TUB PBINOIFLBI OF 

the tariff of 1816 was followed by that of 1824, and this 
again bjr that of 1828, without entirely satisfjring the demands 
of their advocates? The chief reason for all this seems to 
me to be found in the propensity, before adverted to, of each 
member of society to act independently of all others, in the 
disposition of his capital and labour. There is nothing more 
common than to see people acting in this respect, just as if the 
very same considerations which have influenced their minds 
were not likely to influence the mind of every one else. So 
when, in consequence of the protection or encouragement 
bestowed upon any particular branch of industry, it has 
become profitable to invest capital in it rather than in other 
branches of industry, the capitalists will seldom make due 
allowance for the competition of one another, and will engage 
in the protected employment to such an extent as to cause it to 
yield less than the ordinary rate of profit It is true that such 
inequality in the rate of profit would after a time be corrected 
by the transfer of capital in the opposite direction. But in the 
meanwhile, before this would take place, the parties concerned 
in the protected employment would, very naturally, complain 
that the protection received by them was less than they ought 
to have, and be clamorous for getting more ; and if more be 
then granted them, the same series of consequences will recur. 
And we have here an account of what actually ensued 
upon the successive enactments of the different tariffi above 
mentioned. 

In accordance with these views, we find that some few of 
the American manufacturers, who, in consequence of superior 
skill, or superior advantages of situation, were making larger 
profits than the manufacturers generally, felt no desire for, or 
were even opposed to the raising of the tariff of duties in 
1824 and 1828. They regarded the losses to which they 
would not fail to be subjected in the first instance as 
equivalent, or more than equivalent, to the advantages which 
they might ultimately derive from any measure of the kind. 
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The mistake of supposing adequate encouragement to have 
been given by the government to the manufacturers of the 
country, on the enactment of each of our successive tarifisy 
I need scarcely mention was common with them to their 
opponents. 

It is not requisite for me to repeat how it invariably happens, 
on the imposition of a certain amount of duty, that, while the 
imports into the country are diminished, the exports become 
also diminished in the same proportion ; and also that both 
exports and imports undergo a diminution to an extent less, 
and sometimes considerably less, than the value of the formerly 
imported, but now prohibited articles. I may now take for 
granted that all this is sufficiently familiar to my readers. 
That it was very far from being understood at the time 
adverted to, was of material injury to the anti4ariff cause. 
The prophecies, put forth by its advocates, of the deHructive 
consequences to our foreign commerce, to result from an 
increase of the duties on imports, were, more thap once, 
contradicted by the event, and furnished ground to their 
opponents of a renewed confidence in their own specula- 
tions, as well as of an additional distrust in the conclusions 
of political economy. 

Every duty on a foreign article imported into a country, 
by having, besides its direct effect of diminishing, or entirely 
preventing, the importation into it of the article in question, 
the incidental effect of promoting the importation of other 
foreign articles in greater abundance than before, cannot 
but act in a certain degree as a discouragement to the domestic 
producers of similar articles. Hence it is a mistake to suppose 
that the encouragement afforded in any particular instance is 
always to be measured by the amount of the imposed duty. 
Thus, if a duty of thirty per cent is just sufficient to enable 
the American manufacturer of a certain article to establish his 
business, a portion of the thirty per cent may have become 
necessary fi>r the purpose of counteracting the opposite ten- 
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dency of other duties previously imposed* And because of 
the faB in the price of any commodity, when permitted to be 
imported after the enactment of a protecting tariff of duties^ 
a fall of price necessarily implied, by a greater amount of 
it being in that case imported than before the imposition of 
duties upon other articles, — ^taken in connection with the 
circumstance of the prices of things having previously fallen 
abroad on account of the imposition of those duties, — my 
readers will easily perceive the inaccuracy of saying, as some 
writers have said, that the sacrifice which a nation maket 
when it protects the production at home of any article by 
prohibitory acts, is to be measured by the excess of the coat 
of producing it at home over the cost of actually procuring 
it at the time from abroad, were the prohibition of its impor- 
tation to be removed. The true measure is, plainly, the excess 
of producing the article at home over that of procuring it 
from abroad, if all legislative meagures restricting its trade 
with other ntUions loere to be repealed. 

The circumstance of a duty imposed upon an article of 
foreign importation operating at the same time as an encour- 
agement to the importation of other articles from abroad, and 
therefore as a discouragement to the domestic producers 
generally, will in part account for the disappointment experi- 
enced by our manufacturers in not being benefited t^ protective 
duties to the full extent anticipated by them. 

When the tariff of duties is lowered, the reader can now 
also understand how it is that the injurious efiects resulting to 
the domestic producers is mitigated by the partial encourage^ 
ment which the lowering of any one duty administers to them ; 
and consequently, how it may have happened that the com- 
promise act of 1832, by which the duties on imports were 
gradually reduced, has not been as injurious to the manufac* 
turing interests of the United States as might, at firat, have been 
supposed it would ba 

It must now also be i^parent that there are two reasons* 



KOincAL BooiroxT. 289 

independently of the advancing population, and therefore con- 
stunptiony of the country, why, in despite of the repeatedly 
augmented protection bestowed, until 1882, on the American 
manufacturers, the revenue derived by the general government 
from the duties on foreign imports should have been rendered 
always greater after every augmentation of protection than it 
was immediately previous ; first, the higher duties exacted on 
the commodities still imported ; and secondly, the circumstance 
of these being imported to a greaier amount than heretofore^for 
the reason above assigned* 

U the tariff of duties may be so raised as to accomplish 
both the objects, of adding to the revenue of the country, and 
of giving an increased protection to the manufacturing inter* 
estSf the c<xitrary must likewise be true, namely, that the 
tariff may be so reduced as to diminish as well the public 
revenue as the protection enjoyed by the manufacturers. These 
two propositions are, indeed, so very obviously true that no 
one will be found to controvert them. 

But there are not a few persons who go farther, and look 
upon it, if not as impossible, yet as a matter of extreme diiE- 
culty, to raise or lower the tariff of duties so as to produce, in 
either case, one of the effects indicated, and not at the same 
time produce the other. They have puzzled themselves in 
vain, with an attempt to solve the problem how the revenue 
might be diminished and a surplus in the public treasury got 
rid of, without removing the protection bestowed on the 
manufacturers any faster than it is in process of being removed 
by the operation of our existing laws. In order to attain this 
end, all that would be necessary would be, in the first place, 
to reduce the duties on all sorts and qualities of goods which 
are at present imported from abroad, or on a sufiicient number 
of them. But if this be done, experience in every similar case 
tells us that the value of the imports will be greater than they 
were before; and if so, the revenue will not be reduced 
by a given diminution of the duty as much as might have been 
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at first supposed. Our remedy for the existence of any con- 
sequent excess of revenue wilK of course, be to lower still 
farther the rate of duty. That we have it in our power, by 
going on in this way, to reduce the revenue in any degree 
we may choose, will hardly be denied by any one ; since it 
is manifest that, by carrying-on the process described, the duty 
may be lowered to nothing, and the revenue wholly annihilated. 
Let us, then, suppose the public revenue reduced to the desired 
extent, by the requisite alteration in the revenue duties, with- 
out touching those which are of a protective character. I 
maintain that, for the purpose of administering precisely the 
same degree of protection as before, those of the last mentioned 
description will also have to be altered, excepting in the 
peculiar case of the quantity of the articles imported bearing 
just such a relation to the diminished value of a given porti<Hi 
of them as to retain the imports, considered as a whole, of the 
same value as at first Should that value be less than it was^ 
tlie consequences will be similar to those which were shewn to 
take place in the case of the imposition, or increased imposi- 
tion, of prohibitory duties ; that is, the value of the eaports will 
become gradually less, and specie will for a time flow into the 
country. When the ordinary proportion between the exports 
and imports, as well as the equilibrium of the precious metals, 
shall at length have been attained, the priceff of commodities 
generally will be higher at home, and lower abroad, than before 
the reduction of the revenue, — a state of things manifestly unfk- 
vourable to our manufacturers. Such of them as had been pro- 
tected by a duty no higher than was ji^t sufficient to exclude 
their foreign competitors from the American market will find 
themselves at a disadvantage, and will require additional l^is- 
lative protection to enable them to stand their ground. It is, 
moreover, worthy of remark that if, in this state of things, the 
duties on the protected artioles be not raised, it is very con- 
ceivable how^ notwithstanding the diminution in the value of 
the imports of those articles which do not come intp competU 
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tion with our own manufactures, the renewed importations of 
certain articles which do come into competition with them 
may cause the value of the imports, and therefore of the 
exports, to equal or exceed what it had been. If the value of 
the articles heretofore imported be, on the contrary, greater 
than they were before, and this will very often be the case, 
opposite consequences to those which have been described 
will ensue, — ^that is, an encouragement, and not a discourage- 
ment, will be administered to the domestic producer by the 
reduction of the revenue duties. To maintain the manufac- 
turers on their former footing, it will be requisite to reduce^ 
instead of raising, the duties imposed for their benefit on the 
imports from abroad. I may add that there can scarcely be 
a doubt of their having derived a benefit, since the passage of 
the famous compromise act, from the repeal or reduction of 
revenue duties compensating in part the loss to which they 
have been subjected by the lowering of the duties which 
operated prohibitorily on foreign imports. Of this, however, 
the reader will be enabled to judge for himself by a comparison 
of the tables of exports and imports, annually published by the 
government 



CHAPTER XIV. 

Oir THE TERMS AMERICAIT STSTEM, AlTD AKERIOAN IVDUSTRT 

EEMARKS Oir THE DOCTRIITE THAT A TAX UPOV FOREIGN IMPORTS 
IS INCLDEKT Off THE PRODUCERS OF THE OQMMOOITISS WHICH ARB 
£XPO|^TBD Iff SZCHAITGB FOR THEM. 

Iir the course of the preceding remarks, I have occasionally 
spoken of the sacrifice made by a nation for the benefit of a 
particular class, by means of the duties which it imposes or 
its foreign imports. However convenient such language may 
be, it is very liable to be misunderstood ; and it has in fact been 
often misunderstood by being taken in too literal a sense. It 
is, therefore, important to explain it distinctly. If the capital of 
the favoured class were always aj^lied under similar circum- 
stances of advantage and of disadvantage in respect to sttuo- 
ttofit or, in other words, if no portion of it paid any renif it 
could in no case yield to its owner more than the ordinary 
rate of profit Whatever benefit the class in question may 
then derive from the duties imposed could only be temporary. 
The case supposed is, however, not always that of our manu- 
facturers, to which our attention has been latterly so much 
directed. The situations or sites which they occupy are, in 
some branches, adapted in very diflferent degrees to the pur- 
poses they have in view ; so that while some pay little or no 
rent, others pay a considerable amount of it to the proprietors 
of the soil Here it is evident that those manufacturers alone 
who occupy and possess the situations where a rent is yielded 
are permanently benefited by the restrictive measures of the 
government All others, had the measures of the government 
not induced them to invest their capitals in manufactures, 
would have been able to make equivalent profits in some other 
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occupation. They would, indeed, have been able to make 
more than equivalent profits under a system of free trade ; 
because, under such a sj'^tem, a greater amount of production 
would take place, and both profits and wages would have a 
tendency to be higher than under one of restriction. 
' What has just been said in reference to the manufacturers, 
it may be mentioned, will apply to the case of the agricultu- 
rists, wherever legislative encouragement has been bestowed 
upon them ; and will apply to them in a still greater degree, 
because agriculture is that department of industry which 
presents the most remarkable as well as most numerous 
illustrations of tho payment of rent There is, however, this 
diflference in many countries, — Great Britain, for example, — 
between manufactures and agriculture ; that while, in the 
{ormetf the receiver of profits and the receiver of the rent, 
where rent is paid, is one and the same person, in the latter 
they are most commonly distinct from each other. It will 
follow, accordingly, that the landlords, and not the farmers, 
are benefited by the British com laws. 

To proceed : a miftake has, without doubt, been committed 
by many advocates among ourselves of the system of restric- 
tion, in designating it as the American system^ and in announcing 
its object to be the protection of American industry. Although 
designing men may have, not seldom, employed these terms 
with an intention to mislead, being aware of the influence 
upon their fellow-men of a good or a bad name in determining 
their opinions, even on the most important points, and this 
sometimes independently of any argument; very many well- 
meaning persons have honestly believed that the question at 
issue between the tariff and free trade parties was whether 
the industry of their countrymen or that of foreigners should 
have a preference given to it by our own citizens, and by our 
own government Operated upon by the names American 
system and American industry, they were, in some instances, 
led to look upon their adversaries very mu^ in the light of 
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traitors to their country, and as deserving, in consequence, of 
the public odium and indignation. All this has, however, 
passed away; and we might now almost imagine that it 
had never been. Yet it is possible that the discussion which 
gave rise to it may at some future time be again renewed. 
Partly for this reason, and partly on account of the singular 
illustration the subject presents of the misapplication of terms 
in the discussions of political economy, I have noticed it in 
this place. To repeat what has already been mentioned, the 
true question at issue between the advocates of free trade and 
the advocates of restriction is, whether the natural distribution 
of capital, or another distribution of it, the result of legislative 
regulation, is most advantageous to a country. The san^ 
amount of capital is employed in both cases alike ; the only 
difference being that, in the one, a certain portion of capital 
is applied to the production in the country itself of commodi- 
ties, which are procured, in the other, by the applicaticm of 
the very same capital to the production of other commodities, 
which are destined to be exchanged for them when they are 
introduced into the country from abroad. The8etoo,becausethey 
are always procured in exchange for the products of our own 
citizens, are to all intents and purposes entitled to be likewise 
considered as the products of American industry. And the 
system of free trade is, therefore, quite as much entitled to be 
denominated the American system as is the system of restric- 
tion. I have said quite as much entiUed : it would have \)een 
strictly proper, on the principles already, I hope, successfully 
established, to have said more entitled to be denominated the 
American system ; for the free and uncontrolled distribution- 
of capital and labour is the moet productive distribution of 
them, and is consequently that which is calculated to give to 
both capit^sts and labourers the largest command over the 
necessaries and luxuries of life. 

Much more space might be occupied in noticing the 
errours of our writers and speakers on the subject now under 
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namination ; but I will content myself with one more only. I 
mean the remarkable doctrine, which was first broached by a 
southern statesman of high standing, that the duties imposed 
on foreign imports are eventually paid, not by the consumers, 
as is generally supposed, but by the producers of the commo- 
dities exported in exchange for those imports. It followed from 
this doctrine that the cotton growers of the United States 
were sufierers from the operation of our tariff laws to a 
degree altogether extraordinary ; and that, whUe the country 
north of the Potomac experienced from them all the benefits 
they bestowed, the country to the south of that river expe- 
rienced from them nothing but unmitigated evil. All this was 
very well fitted to aggravate the hostility of a considerable 
portion of our citizens to the protective system, as it existed 
among us previous to its modification and gradual repeal by 
the act of 1833 ; to which act it may have in a certain degree 
happily contributed. My readers nevertheless, if they have 
adopted the principles which I have attempted to establish in 
the present treatise, will not hesitate to reject the doctrine in 
question as an illegitimate support of the liberty of commerce. 
The duty on any article, although levied in the first instance 
on the importing merchant, has been shewn to be ultimately 
incident on the consumer. This has, at least, been shewn to 
be so when the article taxed still continues to be imported ; 
and that it is so when, in consequence of the duty operating 
prohibitorily on foreign imports, the article consumed is a 
domestic one, is an obvious inference from the cost of pro- 
curing it, and therefore its price, having been enhanced, as has 
also been previously shewn, by the amount of the duty im- 
posed ; provided, of course, the duty imposed be just equal to 
the diflference in the cost of procuring the article from abroad 
and producing it at home. To establish the production of it, 
liowever, at home, it will be recollected that a duty somewhat 
greater than this will be requisite. I may observe that it is 
<Rftea much greater; in other words, it is greater than whatia 



890 warn nuHcnuaoy 

necessary f<ff the object io view. If a duty of tea per ceoL 
will exclude the foreign article, it must be a matter of ODtire 
indifierence with the home producer, as well as with the 
community [whether the duty imposed shall be one of ten or a 
hundred per cent Any larger duty than ten per cent is, under 
such circumstances, merely nominal 

But while the duty will, in every instance, iall upon the 
consumers, and not upon the producers of the articles hereto- 
fore exported, the latter will not fail to suffer a certain degree 
of inconvenience and loss. The impcHrts into the country 
cannot be diminished, without the exports also becoming leas 
than they were before. A partial transfer must take place of 
the capital of the producers adverted to ; and such a transfer 
implies that a loss has been incurred by the capitalists, — a 
loss, moreover, which is the greater according to the difficulty 
of effecting the transfer. Now that the difficulty of tranaferriiiig 
the capital of the cotton growers to most other emplojonents 
is extremely great, cannot be denied. There are, however, 
two considerations to be adduced, of a nature to satisfy the 
reader that the amount of the injury, notwithstanding this» 
inflicted on them, instead of being greater than might at finrt 
have been supposed, was after all comparatively small : in the 
first place, I shewed that the whole amount of imports, and 
consequently the whole amount of exports, was always 
reduced by a less amount than that of the articles whose 
importation has been prohibited ; luid secondly, a home market 
for raw cotton was generated by our tariff laws, as a substi- 
tute, to a considerable extent, for the loss in part, by the 
growers, of the foreign market 

It may be added that whatever temporary benefit may have 
been conferred on the cause of free trade by the propounding 
of the doctrine just refuted, it is calculated like every other 
doctrine founded in errour, to do an eventual injury to the cause 
it is adduced to support The sooner, too, so bad an ai^gumenl 
is discarded the better. SfaouU the contest between Ubsttj 
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and restriction, in relation to commerce, be again revived in our 
country, we may, accordingly, hope that no individual of high 
political standing will be disposed to employ it. And ailer the 
investigations to which the student of political economy may 
have been introduced by the remarks which have been made 
in the present book, I feel confident that he will be ready to 
express his conviction that good arguments in a sufficient 
number, and of sufficient force, are to be found in support of 
free trade, to render unnecessary the use of any bad argument 
for this purpose, even though such an argument could in 
reality serve to promote it 
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BOOK FIFTH. 



ON THE INTERFERENCE OF INDIVIDUALS AND OF GOVERN- 
MENT3 WITH THE NATURAL ORDER OF THINGS, FOUNDED 
ON OTHER GROUNDS THAN THE UNEQUAL PRODUCTIVENESS 
OF THE DIFFERENT BRANCHES OF INDUSTRY. 



CHAPTER I. 

AVALOOT IV THE SFFECTS PRODUCED BT THE IVTERTBRBirOXS OP 
INDIVIDUALS AND OF GOVERNMENTS WITH THE NATURAL DIS- 
TRIBUTION OF CAPITAL AND LABOUR— THE QUESTION EXAWNSD, 
AS TO WHAT PROPORTION OF A PERSON'S INOOKE IT WOULD 
MOST CONTRIBUTE TO THE NATIONAL WELFARE FOR BIM TO 
SAVE. 

The expediency of an interference, by government, with 
the natural distribution of the capital and labour of a country, 
has been maintained, in all the instances of such interference 
already considered, on the ground of the various branches 
of industry, in the actual circumstances of society, not being 
equally productive of wealth. Other interferences however, 
of a different character, still remain to be made the subject 
of discussion. 

^ And besides these, my present book will embrace aninqoiry 
into the effects of certain changes in the condition or drcum- 
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stances of individuaky or of associations of individuals, which 
might very possibly become, where they have not yet become» 
the ground of legislative action. 

In the preceding book, as the reader will have observed, I 
omitted to make any mention of the conduct to be adopted by 
the several members of a community, in consequence of the 
opinions they may have formed respecting the comparative 
productiveness of the diflferent branches of industry ; having 
then confined myself to the course which it has been thought 
expedient for the community regarded as a whole, or, which 
is the same thing, for the government, acting in behalf and 
with a view to the welfare of the whole community, to pursue. 
There was, indeed, no necessity for me to have done other- 
wise than I did ; since the very same arguments, which were 
adduced to shew why the government should or should 
not act in a particular manner, are equally applicable, as 
must be manifest to my readers, to shew the propriety of 
individuals acting, or abstaining to act, in a similar manner. 
But another reason for saying nothing in reference to the 
action of individuals, was the fact that very few persons have 
ever deemed it to be worth while for them to concern them- 
selves in their private relations with the public welfare. Very 
few persons, for example, even among the most zealous advo- 
cates of a high tariff of duties for the purpose of administerii^p 
adequate encouragement to the American manufacturer, have 
hesitated, where in their opinion adequate encouragement was 
not administered to him, to purchase and to consume the 
foreign article in preference to the corresponding domestic 
one, if the former were procurable at a price in the smallest 
degree lower than the latter. 

The inconsistency of their so acting, falls rather under the 
animadversion of the moralist than of the political philosopher. 
Yet I may be permitted to remark here, that there can be no 
escape on their part, from the charge of being inconsistent 
^nth themselves, in the inconodefebla^ amount of the effect it is 
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in their power individually to produce. It leeini to mo that 
a man might as well refuse to pay a just debt to his creditor, 
in a season of general pecuniary distress, on the plea that, 
because so many other debtors had been unable to fulfil their 
engagements to the creditor, he also was not in conscience 
bound to pay him his debt, — as that a " tariff man" should refuse 
to encourage the manufactuies of his countrymen, by clothing 
himself in them at a higher price than he would have to pay 
for foreign goods, on the plea that the government, or the 
country at large, would not agree, by raising the price artifi- 
cially of those foreign goods, to force, so to speak, a prefer* 
ence universally for domestic manufactures. 
' Instances will occur in the discussions that are to foflow, in 
which, unlike those above adverted to, it may be nearly or 
quite as important to trace the course most expedient to be 
pursued by an individual as by the government of a bation ; 
and ahhough that course is in the one case perfectly analogoos 
to what it is in the other, it may be more convenient to consi* 
der a subject in the first place, sometimes with a bearing on 
the individual, and sometimes with a bearing on the govern- 
ment. 

I may observe that the order in which the subjecte of the 
present book are to be treated is of comparatively b'ttle 
moment. The principles to be applied to them have now 
been fully explained ; and, although more or less intimately 
related, they admit of being discussed without any immecUate 
reference to one another. 

A beginning will be made by considering, or I should rather 
say, reconsidering the case of the difierent dispositions which 
may take place of a person's income. 

It will be recollected that there are only two ways in which 
he can dispose of it. He may either appropriate it to hie 
immediate, or to his future gratification; that is, he may 
consume it unproductively, or save and employ it as capitaL 
The question now presents itself >— How much of income 
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is it desirable should, on the average, be thus saved? To 
prepare ourselves for giving any thing like an approximate 
answer to this question, if even such an answer to it be 
possible, we ought to bear in mind the effect previously 
deduced of the accumulation of savings, or, in other words, 
of the increase of capital, as contrasted with the effect of 
every unproductive expenditure, on the progress of population 
and wealth ; to wit, to cause them to increase in the same 
proportion. Many political economists, in their attempts to find 
an answer to the proposed question, have looked at the effect 
just stated alone, disregarding every other circumstance. 
They have thus persuaded themselves that the man who 
saved a considerable portion of his income deserved to«be 
ranked in the class of public benefactors; while he who 
spent, on the contrary, the whole, or the greater portion of 
his income, ought to be looked upon somewhat in the light 
of one who, by wantonly destroying a public edifice, or any 
other product of the labour and capital of the community, 
was directly instrumental in retarding the progress of national 
wealth. 

And in all this they would not have been far wrong, if for 
a nation to advance in wealth and population were synony- 
mous with its augmenting in prosperity or happiness. But 
9uch is by no means a matter of course. An increase of 
numbers, even when accompanied by a corresponding increase 
of national wealth, can scarcely be desired, should it at the 
same time imply a deteriorating of the general condition of a 
people. This will, in fact, be the case when the increase of 
wealth has resulted from an excessive degree of saving. For 
then the style of living among those classes of the community 
who can best afford, and who are therefore expected, to 
expend the most for the consumption of themselves and fami- 
lies, will be lowered ; and with it that standard of enjoyment 
must also be lowered, to attain which will be the constant 
aim of the poorer classes. They will in consequence, on the 
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principles established in my second book, accustom themselves 
gradually to a diminished command over the necessaries and 
luxuries of life. 

But it may be said that, in the part of the present treatise 
now referred iOt the acijprisition by the poorer classes of 
habits of saving has been as earnestly inculcated upon them 
as the acquisition of a more extended desire for necessaries 
and luxuries. Would not, then, the examfte of the wealthy 
when they save, be quite as beneficial to the poor as when they 
expend, their incomes ? It seems to me that it would not be; 
because the amount which is, in the actual condition of things, 
saved by the poor, bears no comparison with the amoimt 
expended by them ; and because, under the most favourable 
circumstances, their savings cannpt be expected to be other- 
wise than inconsiderable* 

Experience informs us, however, that a large expenditm:^ 
by the rich, upon their own unproductive consumption, is by 
no means always contemporary with an elevated rate of living, 
or what is very nearly the same thing, with the receipt of a 
high rate of wages, by the labourers generally. So far from 
it, that we find, not unfrequently, the great body of a people 
to be mcti degraded where a class possessed of overgrown 
wealth exist in the midst of diem, spending their means pn>- 
fusely on all manner of extravagances and luxuries. I am 
disposed to think, that any example, in respect to expenditure, 
which may be set to the poorer classes of the community by 
those whom Providence has placed in easier circumstances, 
will be calculated to have little or no beneficial eflect, unless 
the latter class of persons be not a great deal more wealthy 
than the former, and be moreover sufficiently numerous to be 
found in every neighbourhood. And, perhaps, it would not be 
incorrect to attribute even an injurious influence to great 
wealth, expended in the manner above described ; since, by 
the total improbability of competing with it on the part 
of the great body of the people, it will have a tendency to 



najTZCAL aoojroxT. 808 

check, rather than to stunulate, their efforts to belter their 
condition. 

On a comparison of what has been said concerning the 
effects of saving a greater or a less portion of the incomes of 
individuals, I think it would be extremely difficult, and I may 
say impossible, for the political economist to form any defi- 
nite opinion as to how much of his income a man ought to 
spend, and how much of it he ought to save, in reference to the 
public welfare. The conduct of each person must be regu- 
lated, in the matter, by the same prudential considerations 
which determine his course of action in the affairs of every 
day life. 

Having come to the conclusion that every individual of 
society is quite as good a judge of the most expedient mode of 
distributing his income between his productive and his unpro- 
ductive consumption (regard being had as well to the public 
as to his own welfare) as the political economist can be for 
bim, — it is almost tautology to add, that he is, in general, 
better fitted to judge for himself, of the most expedient mode 
of distributing his income, than the government, or any 
staiesmant can possibly be. In my opinion, all that the govern- 
ment should here undertake to do, is to remove, wherever 
any may exist, every artificial cause of the accumulation of 
large fortunes in particular families ; such as laws of primo- 
geniture, and laws for preventing the alienation of landed 
estates. When this shall have been accomplished, it may 
safely leave things to their natural course ; perfectly satisfied 
that, where man's wisdom is at a stand, an adequate provision 
will have been made by nature, or to speak more accurately, 
by the Author of nature, for the attainment of the greatest 
amount of human happiness, which, under the circumstances^ 
is attainabla 



S04 «■■ nntomu o* 



CHAPTER n. 

HODB IV WmOH OOYERiniElfTS HAVE INTERFERED WITH THE 
UirniOOUOTIVE SXPERTDITURE of IRTDIVIDUALS — MISTAKEir 
V0TI0V8 BT WHICH THE AOTIOV OF QOVERVMEVTS HAVE BEEIT 
flOHETIMES IirFLnENGEI>— APPLICATIOV OF THE PRIITCIPLES OF 
FOUTICAL BOOVOMT TO THE '^ TEMPERANCE QUESTION;** AND 
TO THE BESTOWING OF MONET FOR RELIGIOUS AND PHILANTHRO- 
PIO PURPOSES. 

For the government of a country directly to interfere with 
the natural distribution of the wealth produced^ by dictating 
to the individuals under its control how much they are to 
expend productivelyi and how much unproductively, would 
have been altogether too obvious an infringement of the rights 
of property, to be ventured upon with impunity, in an improved 
state of society. The same thing in effect has been, however, 
attempted in more ways than one indirecOy. 

Sumptuary laws have, for instance, been enacted, for the 
purpose of checking the advances of luxury. To consume 
certain articles, has been proQounced by legislative authority 
to have a tendency to corrupt or enervate the character of a 
people ; and their consumption has, accordingly, been either 
entirely prohibited, or rendered expensive by taxing them 
more or less heavily. Even though the proceeds of this taxa- 
tion were needed for supplying the necessary expenditure of 
the government, and were, for this reason, a transfer of the 
unproductive consumption of individuals, to become the pro- 
ductive consumption of the government, the measures adopted 
would not be therefore rendered proper. The public treasury 
could be supplied, to the requisite amount, without disturbing 
the natural distribution of labour and capital, and without 
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the inequality and injustice of taxing one class of the con- 
sumers only. 

I may here observe that governments have not been always 
so enlightened in their views, concerning the weahh of 
nations, as is implied by the taxation of unproductive in 
preference to productive consumption. They have sometimes 
proclaimed, as a principle of action, the doctrine that it was 
a matter of no moment whatever how the incomes of indivi- 
duals, and their, own incomes too, were spent ; but that what 
was really important was, that those incomes should indeed be 
spent, and not saved. The public expenditure was seriously 
maintained to be so much of the people's property, which, 
after having been taken from them, was again returned to 
them, undiminished in amount by its being for a time out of 
their possession. And the practice of the governments alluded 
to was, very naturally, not seldom in entire conformity with 
this theory. Taxation was occasionally pushed by them to 
the limits of endurance, — ^limits removed to a remoter distance 
by the military force which was kept in readiness to suppress 
the incipient e£R>rts of popular insurrection. 

In the mean time, however, political science has been 
advancing, and has found its way, to a certain extent, from 
the writings of the philosopher into the cabinet of the states- 
man. Governments now a days, accordingly, do not put 
forth opinions so utterly absurd and ruinous, as those I have 
been animadverting upon. There are very few persons, too, 
who now venture, in the intercourse of society, to express any 
such opinions in relation to the action of government; 
although, it is true, we still frequently hear them maintained 
in reference to the action of individuals. Most of my readers 
will probably remember, more particularly, having at some 
time or other heard the remark adduced, in palliation, if not 
in justification, of an apparent extravagance of individual 
expenditure, that the money expended was thus made to circu* 
iate, and for this reason, to benefit ihe community ; while, in 
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other respects, no disadvantage was incurred by them^becauso 
what was one man's loss, in consequence of the expenditure ia 
question, was another's gain. 

The student of political economy, wbo has read and under* 
stood the preceding part of the present treatise, I hope will 
need no farther aid from me in this^ place, to enable him at 
once to refute the errours above mentioned ; and I shall, therie- 
fore, without delay proceed to anotiier topia 

There are some articleg, to consume whichf or to consume 
which to the extent in which they are actually consumed, has 
an injurious effect upon society. Hence, a sentence of coo- 
demoation, either wholly or partially, as the case may be, baa 
been passed upon them by the moralist And the phiianthro* 
phkt and the christiiui have latterly exerted themselves in the 
instance of unquestionably the most injurious of these, yiz. 
spirituous liquors, to diminish their consumption as nmch as ia 
practicable. Success of no ordinary magnitude has already 
rewarded those exertiou& A sCiU greater degree of it, also» 
may be eventually expected. The question now occurs >^ 
Can the political economist add any arguments of bis own to 
those which present themselves to the mind of every reflecting 
man, and which have been repeatedly and impressively urged 
upon the community to enlist them in the cause of temperance t 
Or, in other words, can he contribute any thing to render the 
victory over intemperance more speedy, and more decisive 2 
This is an important question ; and the answer to it deserves 
to be well considered. 

Here, as in a caae previously before as I hold that the 
moralist can derive no additional light from the science of 
political ecooomy# to exhibit mow clearly the evils of intem- 
perance, as well as the tendency of the use in any degree of 
q)irituous liquors to become an dbuee of the worst possible 
description, than any unprejudiced man of good sense ib capa* 
Ue of doing. The arguments against their use which have 
been advanced on the ground of theeztxMrdinaijespeDdiuire 
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incurred^ and consequently of the extraordinary amount of 
the labour and capital employed, in procuring them, — ^which 
labour and capital might far better have been employed to 
procure the means of promoting, in various -ways, the cause 
of religion, of morals, or of education^-^re applicable, to a 
greater or less extent, to shew the propriety of the reduction, 
on the part of most of the members of a community, of their 
unproductive consumption generally. Without doubt, if a 
man would consent to appropriate the value of the ^rituous 
liquors he is in the habit of consuming to philanthrophic pur- 
poses, he would be doii^ a very laudable act But the same 
thing may be said of him who, for a like purpose, foregoes 
the personal gratification derived from any other portion of 
his unproductive expenditure, — from what, for example, ia 
expended by him on tobacco,— in entertaining his friendsr-^ 
or even on his own food and clothing. Politico-economically 
speaking, all these, being objects of men's desire, are to be 
regarded as useful objects ; and their utility to any individual, 
in the circumstances in which he is actually placed, must be 
estimated by the labour, or the products of labour, which he 
it wiDingto give in exchange for them, rather than be without 
them. And the argument against the use of spirituous liquors. 
In so iar as it applies with greater force to those liquors than 
to any other article of consumptioiH is altogether a moral 
one, and is, besides, not in any degree on this account the 
weaker. 

Now and then we hear of a grocer becoming a convert to 
the ''temperance cause,** and not only coming under an 
oUigation to abstain altogether from consuming spirituous 
Bquors, but likewise, from a sense of duty, pouring out upon 
the ground the stock of that article which he may happen to 
have in his possession, in order to prevent its consumption by 
any one else. By acting thus, he gives the strongest evidence 
the case admits of the sincerity of his conversion, as well 
aa produces the greatest poanble moral impression on the 
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minds of other men. To produce this impression is plainly a 
very important object, and it may be highly desirable that 
instances of tlie kind described should occasionally, or even 
frequently, occur. Nay, I may go so far as to say that it may 
be difficult to conceive how a dealer in spirituous liquorsy 
professing to be a sudden convert to the sin of consuming 
them, could be sincere and yet act otherwise. Nevertheless, 
it is proper that the politicfheconamical effect produced in the 
case should be rightly understood, although to understand it 
rightly might seem to weaken the motive for well-doing ; and 
this oa the incontrovertible principle that whatever apparent 
inconveniences may be connected with the substitution of truth 
for errour, the ultimate consequences to ensue must of neces* 
sity be salutary. . The effect adverted to is very easily to be 
traced. When the stock of spirituous liquors in any market 
is diminished, their price must rise, and they will be produced 
in greater quantity, until the supply is once more accommo- 
dated to the demand. But to suppose the spirituous liquors 
destroyed to be in any degree replaced by an increased pro- 
duction of the same article, is manifestly equivalent to sup- 
posing that the production of other commodities generally 
will take place to a less extent than before. It follows, 
therefore, that every constituent element of the national wealth 
will be proportionally diminished. And so long as the desires 
of men continue unchanged, any attempt to lessen the coa« 
sumption of spirituous liquors, by destroying a portion of the 
existing stock of them, will have the desired effect in no 
greater degree than the destruction of an equal value in 
houses, furniture, clothing, or any other description of properQr 
would have; for the above reasoning is general, and not 
applicable to spirituous liquors alone. Let the reader apply 
it to the case say of a theatre^ or of a churchf and he will 
satisfy himself of the correctness of what I say. 

In this age of extended christian and philanthrophio effort, 
considerable sums of money are, from time to time, collected 
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and disposed of, with the direct object in view of melionttiiig 
the moral or physical condition of our fellow-men. Such an 
expenditure as this has been objected to by some» who have 
supposed themselves to be arguing on the principles of the 
political economist, when they maintain it to be so much 
taken from the sum of the national wealth and expended 
without any return. Their errour is a two-fold ona They 
do not perceive, in the first placet that their argument is 
applicable to every instance of expenditure for the purpose of 
ministering to the unproductive consumption of individuals ; 
and that they might, therefore, quite as well object to a man'a 
wearing two coats or two hats, where he could get along 
with only one, as object to a partial appropriation of a man's 
income for benevolent purposes, — even though it were in this 
ease to be consumed unproductively. But seconcKy, what is 
thus ap)>ropriated is not, by any means, consumed unproduc* 
tively ; since, in consequence of its consumption, much wealthy 
—sometimes material, and sometimes immaterial,— is pro- 
duced. The reader will recollect the sense in which the termi 
employed here have been defined. 

More than once I have heard the fact of a liberal donation 
tot some religious object, by some poor widmOf or othei perscm 
iti comparatively narrow pecutnary circumstances, stated in 
H manner to imply that the party was guilty of an absurdity^ 
if not of a crime^ in what had been done. It was assumed at 
ii manifest truth that it would be much better for all such 
petsons to devote their means to the present or future support 
tt themselves and families i and to leave the field of christian 
benevolence to be occupied exclusively by tiie more t^ealthy 
poilton of the religious community. So fn firom this opinion 
being sanctioned by the concluiions of political economy, any 
more than they are by the precepts of the gospel, I cannot 
but look, consistently with those conclusions as deduced in 
the preceding part of this work, upon a state of things in whici^ 
considerable sums are contributed voluntarily by the poorer 
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classes for religions and other philanthropic purposes, as 
indicative of their having attained to a considerable elevation 
of. character, and therefore to a more than ordinary com- 
mand over the necessaries and luxuries of life. Shew me 
a people who estimate highly the advantages of religion, of 
morals, and of education, and, as I have in substance more 
than once observed, I will shew you a people a^nong whom 
wages are high. 

Where the money which has been collected, and of which 
I am speaking, is sent out of the country, as in the case of the 
sums appropriated to the support of foreign missions for the 
propagation of Christianity, the parties referred to have been 
particularly loud in tlieir objections, — ^firom the circumstance 
of the money expended having the appearance more unequi- 
vocally of being without a return. Looking at the moral 
eSectB on the minds of the donors, as well as at those which 
may be ultimately anticipated to take place in every country 
from the more general diffusion of the blessings of our religion, 
we may confidently deny that th^ money expended is expended 
without a return. But though this were in reality the case, 
the loss to the * country would be neither more nor less than 
what results irom every unproductive expenditure of equal 
value ; and, to be consistent with themselves, the objectors 
oi:^ht therefore to declare war against every unproductive 
expenditure, excepting only what is required for procuring 
the necessary means to sustain our bodily existeoce. And 
after what has been delivered on the subject of money, I need 
not surely here waste a moment of my readers' time in again 
pi:oving to them that to send money abroad, rather than com* 
modities of a diflerent description, is a matter of not the least 

in its bearing on |he piogiess of national weakk 
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CHAPTER IIL 

OUGHT A PRBFSBBirOB TO BB GIVJM TO ONB BRAITCH OF IITDUSTBT 
OVER ANOTHKR, BBOAUSB OF THB GRBATBR HUKBBROF LABOUR- 
BBS BMPLOTBD BT A OIVBH AMOURT OF CAPITAL t — ^WHBTHBR 
BOAOS AND CANALS SHOULD BB 00N8TRUCTBD BT GOVBRNHBNTS^ 
OR BT INDIVIDUALS? 

Thb rates of profits and of wages, when left to regulate 
themselves,' will tend to become equalised in all the various 
branches of industry. Political economists are, for this reask>n, 
agreed in regarding all of these as equally advantageous to a 
country. But is not the circumstance of one branch of 
industry having a larger proportion than another of fixed, 
when compared to circulating capital, a sufficient reason for 
making a distinction between them, in reference to the public 
welfare, — ^because the number of labourers to whom em- 
ployment is afibrded by . a given capital is always de» 
termined in a greater degree by the circulating portion of 
it 7 And ought not the government to disturb the natural 
distribution of capital, by causing a greater amount of it to be 
invested in the employments where the circulating portion of 
it predominates over the fixed portion ? I remark in reply* 
that, if no savings were ever made firom the wages of labour, 
the interests of the capitalists need alone be regarded in deter* 
mining the most advantageous distribution of capital; and; I 
need not here repeat the reasons why the natural distribution 
of it is that which is best fitted to promote those interests, by 
establishing the highest possible rate of profit A very small 
difierence in this rate, in favour of the capitalist, will, on the 
supposition now made, give rise to a more rapid accumulation 
of capital, and therefore a more rajMd increase of wealth and 
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population than would otherwise take place ; and will deter- 
mine, at a period more or less distant, the existence in any 
couhtry of a greater number of inhabitants than would then 
exist were the natural order of things to be disturbed in the 
manner suggested. 

Savings are, however, in fact made by the labourers ; espo- 
cially by those labourers who receive a high rate of wages. 
Now even taking this circumstance into consideration, I hold 
to the expediency of not interfering with the natural course of 
things, for the following reasons. Firsts fixed and circulating, 
as applied to capital, are merely relative terms, and the degree 
of fixedness is so very various as to render any eqmtable 
interference, of the kind now under oonsideratioii, with the 
diflbrent branches of industry, extremely difficult on the part 
of the government^ — an4 it is evident that it is the government 
only that can interfere in the matter to any effectual purpose. 
Seeondkft any interference by the government in the present 
instance necessarily implies a very inquisitorial and annoying 
system of intermeddling with the concerns of individuals. 
Viirdlyf the government could not interfere in jfavour ef 
employments in which the capital invested is ohieiy circuhU 
ing, without setting itself m oppontion to the progress of 
human inv^ition, and endeavourii^g to check the progress of 
Improvement in the arts ; a policy on which no govemmwit 
has hitherto acted, and which no one will be Ibund to jastify> 
however hostile he may be to the principles of free trade. I 
have said that the adoption of such a course by the govern- 
ment of a country is for it to endeavoiur to check the progress 
ef improvement, because that progress is always acoompanied 
by the substitution of fixed for cbcidating capital Indeed if 
Iku were otherwise, man's.labour eeuld not beoome mors and 
more productive, and there would be no room for improvesaMits 
to take place. And /astfy, according as fixed is sidbstituted 
for circulating capital, the processes of production wiH 
become continnaHy mora and more complicated, and the 
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number of labourers who reodve a comparatively higher rate 
of wages will, in consequence, be augmented ; and as the 
savings wh^ich are made from wages are in a far greater 
degree made from the wages of those labourers who receive 
the higher than from the wages of those who receive the 
lower rates, this oiroumstance alone may be regarded* as suffi« 
eient to counterbalance the disadvantage of fixed capital giving 
employment to a less number of labourers. 

Of all the branches of material industry there is none which 
has been regarded as calling, in so great a degree, for the 
interference of the government, as that of constructing the 
means of communication, and of transportation, from one 
difltriot or region of a country to another. That any private 
individual should be empowered to make a road or canal, at 
kis pleasure, through his neighbour's property, even though be 
should pay him the full value of the ground taken from him for 
the purpose, has been every where put out of the question as 
a moral absvotlity^ And the public, as well as the political 
economists, are divided in opinion into two classes, as to the 
moat expedient instrumentality by means of which roads and 
canals sboukl be constructed ; the one class maintaining the 
expediency of their being constructed by agents appointed by 
the government, and directly accountable to it, and the other 
the expediency of their being constructed by individuals or 
companies of individuals, simply acting under its authority,— p 
the net proceeds of the tolls exacted going in the former case 
mto the public treasury, and in the latter into the cofiers of 
the individuals or companies concerned. 

It has been maintained, on the one hand, that there can be 
no better criterion of the expediency of constructing a new 
road, between two different points of a country, Uian the 
wittingnesa of individuals to invest their capital in its construe^ 
tion, on the condition of the finished road becoming theur 
exclusive property ; of which criterion the country will be 
deprived by the government imdertaking to be the sole eir thQ 
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principal constructor and proprietor of its road& The chief 
argument, however, against the direct interference of the 
government in the business of road«making, is the greater 
costliness of whatever is produced by it through the instnimen* 
tality of its agents, when compared with the cost of produc- 
tion where the agents employed are either themselves 
personally interested, or are closely superintended by those 
who are personally interested, in the i;f ork to be performed 
being accomplished in the most economical manner. 

Those who prefer the immediate action of the government 
in the case object strongly, on the other hand, to the cieatioa 
of large incorporations, for road-making as for any other 
purpose, at least where the necestity of their existence cannot 
be distinctly exhibited ; and this objection they are especially 
ivgent in pressing when, as not unfrequently happens, it is 
proposed to confer on the company incorporated the monopoly» 
for a long term of years, of conveying passengers and goods 
from one place to another. Such a monopoly, it is true, is 
seldom or never formally conferred. But it may, in effect, 
result from an obligation which the legislature may choose to 
impose upon itself, not to permit the construction of any 
similar line of .communication between the extremities, or 
within a certain distance, of the one the construction of which 
it may at the time authorise ; or the parties, in whose behatf 
the legislature has been pleased to act, may have the exclusive 
privilege granted to them of Conveying passengers or goods 
along their route in a particular manner, — ^this manner being 
the most expeditious and most desirable manner. Even, 
however, should the company incorporated possess no privi- 
leges of the kind just mentioned, it will possess the power, in 
an extraordinary degree, which is incident to the application 
of a large capital directed by a single individual, or combina- 
tion of individuals, to any employment, of whatever nature it 
may be. It will find it practicable to prevent the coropetitioD, 
to a certain extent, of all other parties who, in the natural 
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coarse of things, might be disposed to compete with it, by the 
circumstance of its being in possession of the field of action. 
Another road will not be constructed along side of an existing 
one, unless there be a fair prospect of deriving from it the 
ordinary rate of profits ; and this cannot happen unless tlie 
new rpad be a considerable improvement on the other, or the 
profits received by the proprietors of the other considerably 
exceed the ordinary rate. If at any time, too, the opinion 
should become prevalent that the proprietors of a road are 
making extraordinary profits on the capital invested by them 
in its construction, and other capitalists should, in consequence, 
begin to discuss the project of a new road, the former could 
often postpone, or even prevent altogether, the execution of 
it, by temporarily lowering the rate of toll exacted by them 
from the passenger or the merchant 

Again, apart from the objection I have been considering, 
founded upon the inequality of the privileges enjoyed by the 
different classes of capitalists, it is argued that, if a road or 
canal is to be a profitable speculation, it is proper that the 
people in general should have the benefit of it, through the 
government, which is their agent acting in their behalf, in 
order to be relieved to a certain extent from taxation ; while, 
on the contrary, if the speculation is to be an unprofitable 
one, neither the government nor any other party should 
embark in it In other words, if the work referred to is worth 
doing at all, it ought to be performed by the government 

Perhaps the proper conclusion, on comparing both sides of 
the <iuestion unde* consideration, as they have just been 
stated, is for all roads and canals to be constructed by indivi- 
duals or companies of individuals, acting under a legislative 
authority,— K>n condition of their being permitted to enjoy, /or 
a term of years onlyf all the profits resulting from the tolls to 
be exacted, theee toU$ being at the same time forbidden by the 
law to exceed a certain rate. There is room for the exercise 
of mudi judgment is determining the length of this term of 
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years, as well as in fixing the rate of toll which is not to be 
exceeded. Every eflfort should be made so to adjust these att 
on the one hand, not to raise up any undue obstacle to the 
progress of improvement, and, on the other, to secure to the 
country the benefit of an interested agency in the superin- 
tendence of that progress, without making too great a sacrifice 
to the grasping spirit of monopoly. At the expiration of the 
period during which the parties of whom I have been speak- 
ing are permitted by the law to enjoy the property of tlie 
works constructed by them, these may become the p r op er ly 
of the public at a price equivalent to their original cost, or 
at any other stipulated price. 

In what has just been stated the necessity is implied for 
legislation in reference to the construction of roads. All laws 
on the subject should, however, be as general as possible, in 
order to secure the greatest degree of impartiality iawhrda 
every individual and every district of a country, both as to the 
benefit rendered, and the damage to property which cannot 
fail to be to a certain extent incurred. Provision, it aeems to 
me, might be made by a single law for every case that may 
present itself. A tribunal, for example, might be constituted, 
or rather the mode pointed out of constituting a tribunal, to 
decide on the roads or canals proposed to be constructed, and 
to decide concerning their expediency or inexpediency, vpoa 
principles established by the legislature ; principles having for 
their object to determine how far the public good, viewed on 
the most extensive scale, justifies an interference with pritate 
property without the consent of the ownei^ being first obtained, 
lis well as to protect the holders of real estate firom havteg a 
road at any time cut through their property by pefaota 
who are actuated by motives of hostility to them, or by 
improper motived 
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CHAPTER IV. 

SirOOUIUOSMEirT or IITTBLLSCTUAL I>R0DIK)T8» 

Wb come now to a class of producers who are very gen^ 
rally acknowledged to have peculiar claims to encouragement, 
as well from the more enlightened portion of the community, 
as from the goyemment I mean that class whose products are 
of an intellectual or immaterial character. 

The grounds of a distinction here are, firstf that while 
almost every individual may be looked upon as estimating, 
with sufficient accuracy, the relative advantages which the 
diflerent descriptions of material wealth are capable of 
affording him, such is far from being the fact in respect to 
intellectual products. No recondite knowledge of human 
nature is requisite to satisfy any reflecting mind that, without 
the species of encouragement now adverted to, the great 
body of the people, even in countries where civilisation exists 
in the highest degree to which it has yet attained, would 
advance very slowly, if at all, in the career of improvement. 
Indeed, to me it is apparent that, but for the efforts which 
have been made, and which will continue to be made, by thd 
more enlightened portion of society, to diffuse the blessings of 
education, of morals, and of religion, as extensively as possible 
among their fellow-men, and made irrespective too of any 
previously existing demand among the latter for those bless- 
ings, mankind would degenerate into a state of hopeless 
barbarism. 

The second ground of distinction in the present case, m 
favour of the intellectual products which have been men- 
tioned, is, that every individual of a nation, or of the great 
community of mankind, is interested in their being diffused, 
and, to speak technically, consumed, to the greatest practi- 
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cable extent In a country like our own especiaUy^ vriiere 
the right of suffrage is enjoyed by almost every adult male 
citizen, and is exercised at comparatively short intiervaLi* 
where too, in consequence, the government is under the direct 
control of the people, the importance of their being an 
educated, a moral, and a religious people, cannot be too 
strongly felt, and acted upon. 

I have before stated that what it was the duty of an indi- 
vidual to do in reference to the national welfare, it was, 
generally speaking, the duty of the government of a country 
likewise to do. An exception to this is presented to us in the 
case of religion; at least in the opinion of every American. 
We are unanimous in thinking that the cause of religion is 
injured, instead of benefited, by an alliance with men in 
power, and that an entire equality of civil privileges on the 
part of the diflferent religious sects is better adapted than any 
other condition of things to turn them from vain speculations^ 
and fruitless controversies with each other, to the exercise of 
a practical piety. To give the reasons for this our opinion, 
would hardly be in place in a treatise of political economy ; 
and it is the less necessary here, because, if the opinion were 
a wrong one, the general doctrine which I am now main- 
taining would not be thereby in the slightest degree invali- 
dated. 

How far it would be expedient for the govenunent of a 
country to adopt measures with a view to the promotion of 
the pubhc morals, is a question of some complexity, and one 
which has some connexion with that concerning the inter- 
ference of the government with the religion of the peopkk 
I shall leave my readers to decide it for themselves ; and it is 
not improbable that their decision of it will be very various 
in its application to the different cases of public morals as they 
occur. 

To the propriety of a legislative appropriation of the public 
money to the support of common schoob, in which every 
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child in the community may have an opportunity of acquiring 
the elements of an education, and be prepared by it to become 
a useful citizen when he shall have arrived at manhood, very 
few educated men will be any where found to object Some 
people, however, have a notion that the public money granted 
for purposes of education should be appropriated exclusively 
for the support of common schools. Academies of a higher 
order, colleges, and universities, they say are places of 
education for the sons of the rich, and ought to be left to be sup- 
ported by the rich. Fortunately, however, the interests of the 
rich and of the poor are not by any means so often in opposition 
to each other as many persons are apt to suppose ; and they 
are certainly not in opposition to each other in the instances 
just mentioned. While the common schools are, on the one 
hand, open to the rich and poor alike ; the colleges and univer- 
sities, on the other, are institutions where, in consequence of 
the endowments bestowed upon them, by wealthy individimls 
or by the state, the children of persons in moderate pecuniary 
circumstances, as well as of the rich, can receive an educa- 
tion of a higher order. If the children of persons in still more 
moderate circumstances are practically excluded from the 
benefits of a college or university education^ all that needs to 
be said is that the remedy for the evil is to be found, not in 
exciting the prejudices of the " democracy" of the country 
against all seminaries of a higher order, by promulgating the 
doctrine which I am occupied in refuting, but in maintaining 
the expediency of a still larger appropriation of the public 
resources to such seminaries, in order to enable them to 
educate their pupils at a comparatively small expense, or even 
to educate a number of them gratuitously, who may be 
selected for their capacity and merit from among the children 
in the common schools, or on any other principle that may be 
preferred. 

But the poorer classes, besides being interested in the legis- 
lative bounty bestowed on universities and colleges, as opening 
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to tbeir duldren in a certain degree the doors of those insth 
tutions, receive benefit from tliem, when fostered by the state, 
in a diSereot mode. Other circumstEDces being the same, the 
people generally will be benefited by the existence ina country 
of a greater number of highly educated men, than would exist 
in it were education of the higher order to be left to be taken 
care of by the wealthier portion of the community merely. A 
taste for knowledge will then be more surely, as well as mora 
rajudly, diffused through the successive graJalions of socicly, 
down to ihe most ignorant; and the coaseijucnce cannot fail 
to be to elevate the character of the labourer, and thereby to 
augment his command over the necessaries and luxuries of 
life. This last effect, moreover, will result from the influence 
of an augmented d^ree of knowledge in accelerating the 
progress of improvement in the various arts. 

Encouragements administered in general to science or litera- 
ture, and to the fine arts, are evidently to be r^arded as 
proper, for the same reasons precisely as those which have 
been adduced to evince the propriety of the legislative eacou- 
ragemeat of the higher seminaries of learning. 

The useful arts, — improperly so called, because the fine oris 
are equally vse/tiJ with them, — have been assumed above to 
be worthy of especial encouragement The reason why, the 
reader can supply for himself. 

All regulations which have a tendency to prevent persons, 
not properly qualified, from belonging to any of the learned 
professions, or from engaging in any other emjdoyment, are 
justifiable, in so far as they are justifiable, oa the principles 
on which the interference of individuals, or of governments, haa 
been justified in the cases already considered in the present 
chapter,^ — the principles that can alone justify the interferii^ 
in any case whatever with the liberty of our fellow-men to 
act according to their pleasure, — to wit, that it is the duty of 
the lawgiver to protect society bom the injurious acti(Mi of any 
of its members, and likewise to [ffomote the general welfaie 
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as far as lies in its power. The regulations in question pro- 
ceed on the supposition that a considerable portion of the 
conununit^ are not sufficiently well informed to be able to 
form a proper judgment concerning the qualifications of the 
professional man, or other labourer^ for whose services he 
may be disposed to apply. Under these circumstances, the 
government, or persons deriving authority for the purpose 
from the government, undertake to judge for them. It 
is evident that the expediency of all measures of the kind 
will be lessened, according as knowledge is more generally 
diffused ; and that first one, and then another of them, can be 
removed or repealed with advantage to the public. 

There is another class of interferences with man's liberty 
of action, respecting which little needs here be said. I refer 
to the subjecting of certain articles of merchandise, before 
they are permitted to be sold, to the inspection of officers 
appointed for the purpose of testing their quality ; and to the 
prohibition, often existing, of buying or selling certain articles, 
excepting at particular times and places. Such interferences 
as these are often exceedingly annoying to both buyer and 
seller, and unaccompanied by any compensating advantages. 
They are, indeed, at times so very absurd as to serve no other 
purpose than to furnish the occasion of creating a number <^ 
ofiices, to be filled by partisans or creatures of the administra- 
tion of the government for the time being. 
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CHAPTER V. 

■FFBOTS OF A DIVISION OF THE PROPBRTT OF THE RICH AMOVO 
THE POOR ; AND OF INTERFERENCES IN GENERAL WIT? THX 

PROPERTY OF THE RICH FOR THE BENEFIT OF THE POOR 

OF trades' UNIONS. 

Having, in the preceding chapter, touched upon one of the 
cases in which the interests of the rich and the poor have 
been, although wrongfully, supposed to clash, it will be in 
order for me to proceed with the discussion of the various 
modes of improving the condition of the latter of these classes 
at^the expense of the former. The converse of this, how the 
rich may profit at the expense of the poor, I shall not be 
expected to treat as a separate question. At any rate, afi^ 
the argument in behalf of the poor shall have been exhil»ted 
and animadverted upon, the reader will be able to supply for 
himself, if he chooses, that in behalf of the rich. 

Let us begin wiUi the case in which, of aU others, ibe poor 
would be apparently most benefited. Let an equal division 
be made of the national wealth. What will be the conse- 
quences to ensue ? 

In the^r5^ place, a blow will have been struck at the rights 
of property. What has once occurred may occur again. In 
the hope, and even expectation, of its doing so, the industrious 
will relax his industry, and the indolent will become mors 
indolent stilL Production will therefore be lessened. A 
greater proportion, too, of what is in fact produced will be 
consumed unproductively ; for when a man*s savings may be 
taken from him, the motive for saving any part of his income 
cannot be as great as it would be under a system of entire 
security to property; and capital wiD» of course, not be in 
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reality accumulated as rapidly as before. To say, howeyer, 
only this, is doing injustice to,the importance of ever preserv- 
ing the rights of property inviolate. The more my readers 
will ponder upon the effects which must necessarily result 
from every violation of those rights by the hand of power, 
whether that power reside in a monarch or a mob, the more 
extensive and disastrous, in my opinion, will the effects 
described appear to them to be. Now if the accumula- 
tion of capital proceed at a much diminished rate, two con- 
sequences, on the principles previously established in the 
present work, must ensue ; the population of the country will 
not by any means increase as fast as it did ; and the wages 
of labour will be considerably lowered. Again, a community, 
where such a measure could by possibility be adopted as 
that whose effects are now the subject of examination, must 
be an immoral, irreligious, and degraded community; one 
consequently, also on the principles previously explained, 
which, whatever temporary advantages it may succeed in 
obtaining by dishonest means, will unavoidably have its com- 
mand over the necessaries and luxuries of life ultimately 
reduced to a comparatively small range of enjoyment 

But this, although sufficient, and more than sufficient for 
our purpose, is not all. For secondly f where all the members 
of a community are comparatively poor, as they would be 
notwithstanding the division among them of the property of 
the rich, it would be much more difficult than at present to 
bring together, and wield efficiently, a large amount of capital 
The divisions of labour could not, in consequence, take place 
to the extent required by the existing state of the arts ; and 
production would, on this account, take place more rudely, 
and less abundantly. 

Thirdly^ on the supposition which has been made, of the 
division of the property of the rich among the poor, every 
man would be, nevertheless, so poor that he would have to be 
engaged in some bodily or manual occupation; the few 
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instances only excepted ^here extraordinary natural or 
acquired capabilities qualified their possessor, in the opinion 
of his fellow-citizens, for the^ superintendence or management 
of combined capital. The great body of the people would» 
it is obvious, be placed in the most unpropitious circumstances 
for the development of the powers of human invention. So 
far, it seems to me, from improvements of any moment being 
then introduced in the arts, thus augmenting the productive 
powers of man, the arts would gradually deteriorate, and 
many of them, as happened in earlier times, would eventually 
pass away and be forgotten. 

And lastly, even though the progress of improvement and 
and the accumulation of capital were to go on as before, the 
command of the several members of the community over the 
necessaries and luxuries of life would gradually become con- 
tracted. The desires and habits of the people remaining the 
same, the possession by them of larger means of expendituro 
would have the effect of giving a corresponding stimulus to 
population; and eventually, the population '^ould be aug- 
mented, at the very time when, on account of the diminishing 
returns from the land, the rate of production would be dimi* 
nished, so as to reduce the whole community to a state of 
poverty. But because the temporary enjoyment of a greater 
amount of necessaries and luxuries, than the mass of the 
community had been previously accustomed to, would have a 
tendency to improve their habits, and enlarge their desires for 
enjoyment, some modification, it is true, may be proper of the 
conclusion just arrived at, Not, however, to any great 
extent ; as the reader cannot fail to perceive on a momenfa 
reflection. 

Now putting together all the considerations which have 
been stated, to exhibit the inexpediency of a division of the 
property of the rich among the poor, it is impossible not to 
conclude that, while the temporary advantages, to be derived 
by the latter from so violent and so dishonest a measure, 
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would be much less in amount than migbt oq a superficial 
view be expected, the whole community would before Ibng be 
reduced to a state of almost irretrieyable wretchedness and 
barbarism. 

The inexpediency of dictating to an individual how much 
he shall consume of his income on his immediate gratification* 
and how much he shall save or consume productively as 
capital, has been shewn in a foregoing chapter. And every 
other contnvance or soheipe which can be imagined for 
taking in any degree from the enjoyments or pr(^rty of the 
rich without their consent, in order to give to the poorer 
classes of labourers* is liable to precisely the same objections 
as is the proposition to make an equal division of the wealth 
of a nation among all the individuals composing it* If it shajl 
be said that, where a lUtk only is taken to be disposed of ip 
the manner suggested* the consequent evils will be compara- 
tively small, I would remark that the temporary advantages, 
bestowed upon the mass pf the community, will likewise be 
proportJonally diminished ; and the argument above presentefl 
will retain its full force. 

At the present period, in our own country as well as else- 
where, there is no expedient oftener tried to eSect a rise of 
wages than combinations among the labourers engaged in a 
particular occi^ation, or among the labourers engaged in 
more occupations than one, to compel their employers to pay 
them at a' higher rate by means of a strike^ that is of a refusal 
<m their part to work until their desires are cpn^lied with* 
These traiet^ wnianSf besides, seldom st<^ at this point. Not 
content with a voluntary enlistment of the workmen in their 
jwunber, they altempt to act* and often succeed in acting 
^^ompulsorily upon those who are disinclined to unite with them 
in their measures* While they coi^ribute* in a certain degree* 
to the support of a workman ajod his family who hare nothing 
laid up iir store against d»e emei^ncy of being without 
€>ccapation* they ceaae to have any intercoiarae whatever with 
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him, or persecute him in a still harsher manner, if, rather 
than comply Mrith their wishes or commands, he prefers to 
work at the wages which the employers or capitalists are 
willing to pay. 

No one wiU deny that the existence in a community of all 
combinations of the nature of the trades' unions is an evil, of 
no little magnitude, not only on account of the inconveniences 
to which the capitalists and labourers are subjected on the 
occasion of every strike, but also on account of those experi- 
enced by the consumers of the articles produced, in conse- 
quence of the necessary interruption, resulting from a strike, 
of the ordinary rate of supply. Perhaps a greater evil stiU is 
their tendency to propagate the notion that, so far from the 
the natural course of things being on the whole, as political 
economists maintain it to be, the most conducive to the inter- 
ests of both rich and poor, a constant struggle of the poor 
against the rich is imperatively required to prevent the former 
from being reduced by the latter to the necessity of content- 
ing themselves with a bare subsistence merely. To justify 
the infliction upon society of the evils which have been men- 
tioned, I need scarcely say that some great good should 
be unequivocally shewn to be likely to result A per- 
manent rise to a certain extent in the ordinary rates 
of wages would be such a good; since, as has been 
before stated, the prosperity of a people depends more upon 
the circumstance of wages being high than upon any 
other cause. I shall, however, proceed to shew that no 
permanent augmentation of the ordinary rates of wages can 
possibly be accomplished through the instrumentality of trades^ 
unions ; and that all such institutions are productive only of 
unmixed evil My argument wiU probably not reach the 
parties who are more immediately engaged in them, and who 
are the principal sufferers of the evils they inflict; but I may 
assume it to be not altogether improbable that it may meet 
the eye of some who have hastily given encouragement lo 



POLITIOAI. BCONOMT. 327 

them, supposing themselvesy when so doing, to be contributing 
to ** the greatest good of the greatest number/' and may 
induce in them a conviction of their having been in errour. 



CHAPTER VL 

THE SUBJBCT OF TRADES^ UHIOHS OOlTTIirUED. 

I HAVE said that I would proceed to shew that no advan- 
tage can be derived, by the receivers of wages, from the 
trades' unions. But this I have, in fact, already donCi when 
treating generally of the effects resulting from a compulsory 
transfer of a portion of the property of the rich to the poor. 
It matters not whether such a transfer be accomplished by 
taking from the rich in one way or in another, excepting only 
that, in as much as there is no dishonest taking where higher 
wages are exacted, the degradation of character ensuing 
cannot be at all as marked as it must be in the case of a more 
palpable violation of the rights of property ; and consequently, 
wages will not be lowered to such an extent as it was before 
shewn they would be. 

The subject is, however, one of so much practical impor- 
tance, at the period and in the country in which we live, 
that it will not be superfluous to state the argument in ques- 
tion in direct reference to the particular case now under 
consideration. 

First, let a certain class of workmen, in some one place, 
succeed in getting their wages raised, by means of combining 
together in the manner which has been described. For 
example, let the class who have thus attained their object be 
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the joumeyMen carpenters, and the place where they have 
Attained it the city of Philadelphia. It is obvious that this 
state of things can only be of a very temporary duration. 
A motive will now exist for the removal to this city of work- 
men of the kind specified from other, and especially from 
neighbouring places ; and an influx of them into the city will 
actually occur, with more or less rapidity, according to the 
degree in which wages have risen. The rate of wages here 
will fall, but wiU rise elsewhere, until the rate in one place 
will again bear to the rate in every other the same proportion 
which it had before ; when wages throughout ihe country 
will be evidently only somewhat higher than they formerly 

were. 

In the above reasoning, no account has been taken of the 
efibrts of a trades^ union to prevent any of the trade from 
working at lower wages than what they insist upon receiving. 
Such efforts will not be likely to produce an effect by any 
means as great upon strangers coming from abroad, as upon 
those workmen who have been in the habit of association and 
companionship with the members of the union; and according 
to the extent in which the effect is actually produced, will the 
expenditure incurred by the members of the union, in contri- 
buting to the support of every workman who is thrown out of 
Employment in consequence of their acts, be augmented, 
and become the sooner an obstacle to the successful prosecu- 
tion of the warfare undertaken by them against their em- 
ployers. 

Now suppose the parties in question to succeed, by he^ 
of the various modes of annoyance or persecution in their 
power, in excluding all competition with them for work from 
other parts of the country ; or, what amounts to the same 
thing in reference to our present topic, let the journeymen 
carpenters, every where else in the country as well as in 
I%iladelphia, strike for higher wages, and thus actually obtain 
them. The series of changes will not yet have been 
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its ultimate term. The cerpenters will, before long, be 
deprived of their advantages, if the other trades do not like- 
wise follow in their footsteps, and strike for wages. So lohg 
as they are receiving more than the ordinary rate of wages, 
labour will be transferred from other occupations to theirs, 
and the rising generation will prefer their occupation to every 
other. But here again, let th^ trades* unions of every descrip- 
tion throughout the whole country follow their example, and 
let there be therefore a general rise in the wages of labour. 
Such a rise of wages, the productive power of the country 
remaining unaltered, will imply, as my readers will recollect, 
a corresponding fall of profits ; and as the amount of savings 
made from wages is in general less than from an equal portion 
of profits, and the amount saved besides, when other circum* 
stancesr are the same, being always greater or less according 
as the rate of profits is greater or less, the conclusion may be 
drawn that the accumulation of capital will be very much 
retarded by the successful operation of the trades' unions. 
And my readers need not be again told that every retardation 
of the^rate in which capital accumulates will be accompanied 
by the two effects of a less rapid increase of population, and 
of a diminished rate of wages. Moreover, but for the enjoy- 
ment^ a time by the labouring classes of a higher rate of 
wages, which will render them less disposed to content them- 
selves with the wages they were before accustomed to, the 
diminution of wages will proceed until they are reduced once 
more to their former rate. The tendency of them, however, 
to be for this reason at a somewhat higher rate than formerly 
would in all probability be more than counteracted by the sum 
total of production, when compared with the augmented 
population, having, from the necessity of applying capital and 
labour to the land under more disadvantageous circumstances 
than before, become diminished ; a condition of things, it will 
be recollected, implying a rise of rents, and a fall of profits 
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Although tooy as I have said, the action of the trades' 
unions can hardly be stigmatized as of a dishonest character, 
since what they propose to take from their employers, in 
addition to the rate of wages which would be determined on 
the principles of free competition between the employers and 
tlie employed, is no doubt regarded by themselves as a remu- 
neration for their labour to which they are justly entitled^ — 
such action is, nevertheless, a violation to a certain extent of 
t|ie rights of property. And if these rights may be once 
violated by the trades' unions, they may be again and again 
violated by them ; and the apprehension of this taking place 
would constitute a check to the accumulation of capital with 
its usual rapidity; inducing, in consequence, a fall of wages 
below the usual rate. 

But here it may be said that, provided the rate of wages 
could be raised by the compulsory action of the trades' unions 
upon both the capitalists and the labourers whom they employ, 
the present generation of men, and especially the members of 
the unions, need not concern themselves Mrith what is to 
happen when they shall have passed from the stage of life. 
The good sense, the patriotism, and the enlarged philanthropy 
of the reader, wiU, however, I trust, repel the proposition thus 
faypothetically stated. We are all of us bound in duty to act, 
during the period of our abode on this earth, not with refer- 
ence to ourselves and our contemporarie^only, but also in a 
certain degree in reference to those who are to come after us. 
But even if this were not the case, the compulsory rise of 
wages in question can be shewn to be productive of little or 
no advantage to the labourer. 

From the very moment a rise of wages takes place, the rate 
of profits will be reduced, and capital will accumulate less 
rapidly, and wages therefore commence falling. 

Again, until the increased demand which the higher pecu- 
niory wages of the labourers enable them to make for certain 
commodities shall have induced the transfers of 
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requisite for supplying that demand, their real wages cannot 
be much greater than they were before. The same quantity 
of those commodities will have to be distributed among 
the same number of persons, and distributed among them 
in nearly the same proportion. 

For both the reasons which have just been stated, it will 
happen, on a sudden rise of the wages of the labourers, that 
they will, on the one hand, find it more difficult to get 
employment, and, on the other, be obliged to purchase the 
necessaries and luxuries consumed by them at a higher price ; 
especially the necessaries, for which a more extensive demand 
is made by the classes receiving wages than is made by them 
for luxuries. So that even at first, the advantages derived by 
the labourers from a compulsory rise of their pecuniary 
wages, produced by means of trades' unions, — and the same 
may be said when the rise is produced in any other manner, 
—are far less than they are commonly led to anticipate. 

If now from these advantages, whatever they may be, we 
subtract the expenditure necessarily incurred by the members 
of the unions, and likewise duly estimate the other inconve^ 
niences and even distresses sufiered from time to time by them 
and their families, in consequence of their system of com- 
bining against their employers, — even setting aside wholly 
the permanently injurious effects to result, — I think tiiat an 
unprejudiced person can scarcely avoid concluding against 
every system of the kind ; not only in respect to the interests 
of the community regarded as a whole, but also in respect 
to those of the very parties to benefit whom is the object 
proposed. 
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CHAPTER VIL 

STFECTS OF A LBOlSLATIVJi KBOULATIOV OV THS HOUES OT 

hAJBQOJU 

Air attempt has Bometimes been made to unpitnre die 
condition of the labourers by diminishing the nnmber of hoon 
in the day durmg which they are reqoiied to work. The 
reader will easily perceive that this is equivalent to an attempt 
to raise the wages of labour. Whether an individual lecetve 
the same compensation for working ten which he racmved 
previously for working twelve hours of the twenty-four, or 
whether, the time of his work remaining unaltered, his wages 
are augmented in the proportion of five to six, must be 
a matter of indiflference to the capitalist who employs him. 
The motives most commonly urged for a diminution of the 
hours of labour are these two ; first, the physical detoiora- 
tion of the individual from b^ng overworked ; and secondly, 
his want of leisure, from the same cause, for impioviiig his 
intellectual and moral nature. I will make a word or two 
of remark on each of these heads. 

It is not owing alone to too much of his time being devoled 
to labour that the physical or bodily constitution of the work* 
man is affected injuriously. The medical statistics ct diflbienC 
countries teach us that the mortdity, ant of a given number 
of persons, is always less among the comparativdy rich than 
among the comparatively poor; and that, from the upper 
extremity of this scale to the lower, a progressively aug- 
menting physical deterioration is thus indicated. At least, 
the only exception to this general remark is presented by 
the very rich^ who live in idleness, and who are in ccmse^ 
quence apt to seek a refuge from the miseries of the ennui 
which it generates in the pleasures and the vices of dissipa- 
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tion. la proportion, then, as the wages of labour are low- 
ered, will the physical condition of a people be deteriorated. 
Now the wages of the labourer are lowered, — ^his real wages 
I, of course, meai, — ^when his command over the necessa- 
ries and luxuries of life is diminished ; and this again can 
take place, either by his being unable to obtain, in exchange 
for a given portion of his labour, as great an amount of 
those necessaries and luxuries as before, or by his being 
obliged to labour during a longer time that he may procure 
the same amount of them. As great a gratification surely 
may be enjoyed by being relieved from oppressive labour, as 
can be furnished by the commodities produced by it The 
tendency accordingly, in the progress of society, will be for 
the daily wages of the labourer to be augmented, while the 
hours during which he works in the day are less numerous 
than they were ; and, on the contrary, diminished, while the 
hours of work are greater in number than they were before. 
And the analogy having been pointed out between the two 
cases I have been comparing together, it will follow that 
every argument which will apply to evince the propriety of 
diminishing the hours of labour, will apply with equal pro- 
priety, so far as the physical deterioration of a people is 
concerned, to evince the propriety of augmenting the rate of 
wages generally. 

Let us, in the next place, trace the consequences which 
will result from abbreviating the hours of labour, toithout at 
the same time making any alteration in the amount of daily 
wages to he paid. This, as has been explained, being in 
fact an augmented rate of wages, must be accompanied by 
a fall in that of profits. Population, on account of the firs^ 
of these efiects, will advance with unusual rapidity ; while 
capital, on account of the other, will be accumulated more' 
slowly. For both these reasons, my readers will now under- 
stand, without any explanation on my part, that wages will 
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gradually fall to nearly their former rate,-— so nearly to 
former rate, as to render the additional wages received by 
the labourers no suflScient compensation to society for the 
violation of the rights of property implied in every compulsory 
raising of the rate of wages. Or, in other words, since every 
violation of those rights has a tendency, by checking the 
accumulation of capital, to cause wages, to fall, more will, 
in consequence, be eventually lost to the labourers than the. 
little advantage which they may derive in the manner and 
for the reason above stated. 

In the remarks made by me in this and the two preceding 
chapters, my language may, perhaps, have been somewhat 
too unqualified when I spoke of every taking from the rich 
for the benefit of the poor being a violation of the rights of 
property. There can be no doubt of the correctness of this 
assertion where the poor are the only parties to be benefited. 
Where, however, any transfer of property, of the kind men- 
tioned, can be shewn to Jbe ultimately advantageous to the 
rich themselves, to an extent ipore than equivalent to the 
loss incurred by them in the first instance, it may become 
the duty of the government of a country to cause it to be 
accomplished. It is, indeed, on this ground alone that the 
interference of the government with the property of individuals 
of whatever class, by taxation, or in any other way, can be at 
all justifioed. 

We have here a test of the expediency of taking from the 
capitalists and giving to the labourers employed by them, 
which, however it may fail in the case of a full-grown man, 
may possibly yield us a different result if applied to the chil- 
dren who find employment in factories and elsewhere. By 
restricting in their case the hours of labour, time would be 
found for educating them; and when those children shall 
have arrived at manhood, the condition of the labouring 
community will not fail on this account to be essentially 
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chimged for the better in a moral point of view. It is scarcely 
necessary to say how desirable such a result would be in 
reference to the best interests of a country, and in reference 
too to the interests properly understood of the richer as well 
as of the poorer classes. Any attempt to improve the condition 
of the uneducated adult labourer, by a positive interference 
on the part of the government to relieve him from some of 
the hours of labour, would in my opinion be productive of 
very little corresponding benefit It is not improbable 
that the leisure time provided, for him, and to which 
he has been hitherto unaccustomed, may contribute to 
deteriorate instead of improving his condition, by being spent 
as often in dissipation and vice, as in the business of acquiring 
knowledge or exercising his mental faculties. 



CHAPTER Vm. 

THE STSTEM OF PBISOIT LABOUR OOHSWBREO. 

Son two or three years since, a considerable clamour was 
raised by the mechanics m the state, and especially in the city 
of New York, on account of the system adopted of setting the 
state-prison^s at Sing Sing and Aubiim to wprk, and 
then <iispo8ing of the articles produced by them, with a view 
to provide either wholly or partially for the expense of sup- 
porting and guarding them. They (the mechanics) complamed 
that an indignity was put upon them, and their rank in the 
community lowered, by the prisoners being employed exclu- 
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fively in mechanical occupations; and thai it was not only 
injurious to their interests, but likewise unjust, to subject their 

' hone$t industry to a competition in the market with thai of 
persons qpnvieted of crime. 

To inquire into the validity of the former (^ these com- 
plaints does not properly lie within the scope of our science ; 
and I shaU, therefore, content myself hiMe with an ackiiow* 
kdgment of my inability to perceive any ground for it in the 
circumstance of the convict being employed in mechanical 
and pot in other occupations, or, in other words, being 
employed in the production of material and not of immaterial 
wealth. Such must of necessity be for the most part the 
case, if they are to be employed at all in the business of pro- 
duction. Moreover, it should also be recollected that this em- 
ployment in question is not assigned as a degrading punishment 
The true objects of it^ — ^whether in this way best attained or 
not, is here a matter of no moment, — ^besides that of relieving 
the community from a certain amount of taxation, which 
would otherwise be necessary for meeting the expenditure 
required for the support of the prisons, is the reform of the 
criminal, by the useful occupation of the time at his disposal, 
and the furnishing him at the period of his discharge, where 
he did not already possess it, with an honest and therefore 
honourable means of gaining ft livelihood* 

Whether the mechanics, because of the competition of con- 
vict labour, will make less profits than they would otherwise 
do, .is a question which I shall first examine on the suppoaLUon 

' of the produpts of the labour of the convicts being disposed of 
at their market price, that is, at a )>rice neither cheaper nor 
dearer than that at which the like eommodities are ordinarily 
sold. Here, it is plain, the competition will be precisely of lbs 
sw)Q nature with what would ensue upon the investment of 
ail additional amount of the labour and capital of any pojrtiw 
of the community in the business or employment of tho 
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mechanics concerned. The prices of the commodities pro- 
duced will fall, and the profits of the producers be reduced 
below their usual rate* Capital will then, of course, be trans- 
ferred to other employments, until prices and profits be 
restored to their former levcL But when capital is transferred 
from any one employment to another, the fund from which 
wages are paid in the former will be necessarily diminished ; 
and a transfer of labour must therefore also take place. 
During these transfers, much inconvenience will be suffered by 
both capitalists and labourers. As* soon, however, as they 
shall have been completed, the ordinary rates of profits and 
wages will be received in every branch of industry alike. 
And those mechanics, be they masters or journeymen, who 
continue to be engaged in the iH'anch of industry interfered 
with by the system of convict labour, being as well off as the 
mechanics generally, — nothing besides having occurred to 
diniini$h in any degree the whole amount of production, — ^will 
have no reason for just complaint 

Most of the complainants adverted to would, indeed, readily 
assent to the conclusion just arrived at .They do not so much 
object to the competition of convict labour in general, as to 
all such competition when the commodities produced are 
thrown into the market at a reduced price ; and it is when 
the regular mechanic is thus undersold, that he has loudly 
invoked the legislature of his state to interfere in his behalf* 
Iiet us examine if, in so acting, he has had reason on his side, 
or if he has been deceived by appearances only. 

liCt us suppose the products of convict labour to amount to 
ft tenth part of those of the regular mechanic which were 
purchased and consumed in a given time, and in a given 
noarket ; and moreover, that the former products are sold at 
half *the price they will usually command. It is manifest that 
the persons who have obtained the commodity in question at 
balf*price will be disposed to consume it more abundantly 
than if they had had to pay the full value for it The demand 
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for it will, in other words^ become greater than it was ; and 
the consequence will be, that the supply of it will not be 
required to be diminished to the same extent as it would be if 
the price of what is produced by the convicts were left to be 
determined by the freest competition among all the partiesL 
This again is tantamount to saying that a less amount of 
labour will have to be transferred, and that the present incon- 
venience suffered by the mechanics will not be as great 
When those transfers shall have been effected, all classes of 
the mechanics vidll receive the ordinary profits and wages ; 
and no room will exist for just complaint on the part even of 
those who have been undergoing a temporary ihconvenience. 

There is nothing in the above argument limiting its appli* 
cability to the case when the products of the convicts' labour 
are sold at half the usual market price. The conclusions just 
arrived at will be the same at whatever deduction firom their 
market price those products are sold, excepting only that, in 
proportion as their price is lowered, the inconvenience tem- 
porarily undergone will be lessened ; and this will be the least 
when their price is lowered to the greatest possible extent, 
that is when they are given away gratuitously. 

It must be apparent to the reader that if the employments of 
the prisoners be sufficiently diversified, so that only a few ot 
them shall be set to work to produce the same kind of com- 
modities, the temporary inconveniences of which mention has 
been made may be rendered so very trifling as to be wholly 
unworthy of notice, when compared to the relief of the 
public from a certain amount of taxation, and the attainment 
of the other advantages proposed by the system of prison 
labour. 

The clamour against the system, however, occurred not on 
its introduction as a measure of state policy, when the tempos 
rary inconveniences were yet to be suffered by the mechanies 
whose labour was about to be interfered with for the purpose 
of promoting'the general welfare ; but when all those incon- 
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veniences had passed away, and the transfers of labour and 
capital were accomplished which had been rendered desirable. 
It was the abolition of what already existed that was aimed 
at ; which abolition of it, so far from being an act of justice 
to the parties who were engaged in the branches of industry 
which had been interfered Mrith, — ^unless where they were the 
very same individuals who had been engaged in them at the 
time the system I am speaking of was introduced, — ^would 
baye increased their profits and wages beyond the ordinary 
rates, and have given them an undue, although temporary 
advantage, above their fellow-citizens. 
. What has 1)een delivered, concerning the effects of prison 
labour, will apply to the labour of persons employed in houses 
of industry, and in the workhouses of the poor ; and wiU apply 
with equal force. 



CHAPTER IX. 



OV ABSEKTEEISM. 



A.couvTRV has been sometimes thought to be injured in an 
extraordinary degree, and the condition particularly of the 
labouring classes depressed, by the absence abroad of a 
considerable number of its men of property ; whose incomes 
in consequence, instead of being expended at home, are 
employed in the purchase of foreign necessaries and luxuries. 
It is in reference to the absentees from Ireland that this opinion 
has been oftenest put forth ; and against them, accordingly, 
no slight amount of odium has been occasionally excited in 
the breasts of certain philaothropi&and patriotic individuals of 
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the British Empire. Independently, however, of its connexioil 
with a country which, for various reasons, is now attracting 
so considerable a portion of the attention of the political 
philosopher, the subject is one of sufficient general interest 
not to be passed over, in the present treatise, in silence. 

That the emigration of capital is a national loss, has been 
sufficiently established in my second book. But the questian 
under examination has no relation to capital. When the 
annual incomes of the absentees from Ireland are exported 
or remitted to them, they are in almost every instance destined 
to be consumed unproductively. The true question indeed at 
issue is, whether a certain unproductive consumption shall 
take place in one country or in another. Some writers have 
pronounced this to be, from the very nature of the case, a 
matter of the most entire indifference, and the outcry against 
absenteeism to be therefore altogether absurd. 

In my opinion, the analysis of the subject is not pushed as 
far as it ought to be, when all unproductive consumptionst of 
equal value, are assumed to have precisely the same effect on 
the wealth and prosperity of a people. There are two reasons, 
founded on the principles of political economy, why a certain 
value consumed unproductively at home should be more 
advantageous to a country than an equal value when so con- 
sumed abroad. The possessor of the wealth consumed is 
assisted in consuming it by his family, as well as by the 
domestics and other persons who may be in any way em- 
ployed by him; and counting all these in the number of 
absentees, the diminution in the population of the country, 
whence they have absented themselves, will not appear to be 
by any means insignificant And again, had all these staid at 
home, there can be no doubt, however unproductively the 
head of each family might consume his income, that a 
certain amount would be added to the wealth, and; as a con- 
sequence, to the population of the country, by means of the 
savings of the persons whom he employs. All these eflfects 
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are, nevertheless, inconsiderable when compared with those 
which have been supposed to result from the practice of 
absenteeism. 

To avoid the possibility of my meaning being misappre- 
hended» as well as to obviate any seeming inconsistency with 
my own definitions in what has just been delivered, I shall 
here remind the reader that, in speaking of the consumption of 
an individual as being at any time wholly unproductive, I do 
so, in accordance to the usage of political economists gene- 
rally, on the ground of all the wealth, material or immaterial, 
which is produced for himself and family by the persons 
whom he employs for the purpose, being consumed by him 
inaproductively, and therefore without constituting any per- 
manent addition to the national wealth. 

It may be proper, too, to meet an objection that may per- 
haps be made to the full force of one of the reasons assigned 
above for absenteeism being, to a certain extent, an evil 
The absentee, it may be said, when he goes abroad, does not 
necessarily take with him the persons whom he means to 
employ in his service. When, for example, an Irish nobleman 
changes his residence from Dublin to Paris, his servants, and 
others who minister in any way to his desires, will for the 
CDost part be Frenchmen, and not Irishmen. This circum- 
stance is, notwithstanding, a matter of no consequ^ice here. 
If the means for supporting a given population be increased 
or diminished, population will, on the principles in relation to 
it which have been exjdained in a previous part of this work, 
be sooner or later increased or diminished pr(^x)9lionally, or 
nearly so. And whether or not all the persons to be employed 
in furnishing the services or commodities which shall be 
actually consumed by the absentee and his family are brought 
from Ireland to France, the result, in so far as we are. at 
present concerned, will be the sam& In both cases alike, there 
will be eventually a less number of Irishmen, and a greater 
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number of Frenchmen, in existence, than there would other- 
wise be. 

Now when we havQ succeeded in shewing that the progress 
of weahh and population in a country js repressed or retarded 
by any measure, the inference may be drawn that the measure 
in question has also a tendency to deteriorate 4he genera] con- 
dition of the people. Hence absenteeism has an injurious 
efiect, to a certain extent, upon the condition of the people of 
Ireland. 

The circumstance of the incomes of the absentees being 
received by them in the form of money will neither add to nor 
take from the strength of the ailment above stated. As 
money is abstracted from a country in one direction, it must 
necessarily flow into it from some or niany others, on account 
of the tendency to a general fall of prices consequent upon 
such abstraction of it Indeed, in almost every instance of 
the remitting of income from one country to another, it wiU 
not be money, but commodities other than money, that 
will be remitted; the money actually recdved by the parties 
being in reaUty the proceeds of the sale of those commodities, 
— ^which proceeds are thus received by them through the 
instrumentality of bills of exchange. 

I may here add that, in stating the disadvantages resultiiig 
to a country from the absence of some of its inhabitants, I have 
also stated the advantages to be derived by a country from 
foreigners who travel, or temporarily reside, in it : for in rda-^ 
tion to our .immediate subjectf what is one country's loss is 
another's gain. 

Concerning the effects of an emigration of a portion of the 
inhabitants of one country to another, I have already treated 
in my second book. 
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CHAPTER X. 



or PAUPERISM. 



Havhto examined in succession the difierent modes in 
\?hich the condition of the labourers of a community may be 
improved, or in which that condition has been erroneously 
supposed to be susceptible of improvement, I now come to the 
very important and difficult subject of pauperism. What are 
we to do with the able bodied poor who are unable to find 
employment ? And what with the sick, the aged, and the 
young, who are unable to work ? 

For a considerable period of time, the injunctions of the 
Bible, and the example of Christ, were so interpreted as not 
only to justify, but even to 8ancti6n, the indiscriminate giving 
of alms to the poor. It was thought that nothing could be 
more acceptable to our Maker than to establish hospitals and 
other institutions of charity, in which the parties gratuitously 
provided for enjoyed more comforts, in sickness and in health, 
than those of the same class, who, or whose relatives and friends 
for them, preferred to get along, under all circumstances, 
without any extraneous aid. A premium was thus administered 
to idleness and improvidence; and it is no wonder that industry, 
independently of the co-operation of other causes, should have 
lain comparatively dormant, and pauperism should have 
rapidly propagated itself. 

At length, the appearance of the celebrated '' Essay on 
Population," by Mr. Malthus, opened the eyes of the political 
economist to the evils of this system ; and, for a time, led 
some of them almost to revert to that indifference of feeling, 
concerning the poor and the wretched, which pervaded the 
heathen world before the light of Christianity dawned upon it 
Here a state of things was presented io which religion and 
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science seemed to be in direct opposition to each other. Many 
good people were disposed to escape from tliis difficulty by 
simply denouncing the speculations of political economy, as 
metaphysical and obscure, and as even pregnant with dan- 
gerous errour ; while, on the other hand, not a few of those 
who professed to be guided in their practice by the principles 
of this science sought to reconcile them with the precepts of 
the Gospel, as well as with their own kindly feelings, by 
making a marked distinction between public and private 
charity, and by maintaining the propriety of administering the 
latter only, and of administering it too only in extreme cases ; 
so as to' affect injuriously in the slightest possible d^ree 
the habits of independence and forethought of the laboaring 
poor. 

With the progress of investigation, the difieriog parties 
have, however, been brought much nearer to each other ; 
until now the subject of pauperism admits of beii^ expounded 
in entire conformity both to scientific principles and christian 
precept Political economy has thus, like geology, furnished 
us with a remarkable instance of a science which, at a certain 
stage of its advancement, seemed to lead to results incompati- 
ble with the certainty of our previous knowledge ; but which, 
on its farther advancement, may be cited as a striking illus- 
tration of the consistency of truth. And from this, I may be 
permitted to add, we derive the important lesson, — a lesson 
which I would inculcate upon all those individuals who find 
it easier to utter vituperations of the science of political 
economy than to refute its conclusions by reasoning, — that 
the only effectual method to be adopted by any class of men 
to persuade the rest of the world t^ be of their opinion, if 
their opinion be a correct one, is not to sneer at, and repress 
by every means in their power the cultivation of any branch 
of human knowledge which may seem to oppose that opinion, 
but, on the contrary, to do every thing they can to promote its 
increased cultivation. The consistency of the great system of 
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truth is a proposition which constitutes the main argument for 
the unity of God, and which is indeed the foundation of 
natural theology ; and it cannot be too strongly impressed on 
the mind of every reasoner, or the impiety too firmly 
realised by him of undervaluing, or affecting to undervalue, 
the investigations of science, in whatever channel they may 
be directed. 

But to prdceed with our subject I shall first examine the 
case of the able-bodied poor. That of the infirm and the sick 
will then present to us no difficulty. And let us begin with 
the administration o( private charity. 

Suppose in the actual condition of things in the city of 
Philadelphia, whatever this may be, the weahhy to appro- 
priate a certain portion of their incomes, to the value say of 
$100,000, for the reUqf of the poor who are able and willing 
to work, but who find themselves unable to obtain employ- 
ment What will be the series of changes which will ensue ? 
And what, more especially, will be the ultimate effect pro- 
duced? 

Here however, before attempting an answer to the foregoing 
questions, I feel the importance of stating distinctly what is 
meant when we speak of the poor, or the labduring classes 
generally, being unable to obtain employment. The expres- 
sion, I shall remark, is one having reference to time. What- 
ever may be the number of workmen who happen at any 
period to be without employment, when compared with the 
number who continue to be employed, they will be eventually 
provided for by a fall of wages. The wages, actually paid, 
will come to be divided among all the workmen. This would 
at least be the case, were not one set of workmen thrown out 
of employment as another is in the act of obtaining it If the 
unemployed labourers, then, could only wait long enough, they 
would in no event become the objects of charity. Here we 
have the difficulty, and the whole difficulty, in respect to them. 
But many of them will be utterly unable to wait long 
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enough, and will earnestly appeal to the sympathies of their 
fellow-citizens for aid while they are in a state of transition 
from employment to employment, or from the service of one 
employer to that of another. And it is to meet this appeal, 
that the distribution among them of the $100,000 above 
mentioned is supposed to be' made. 

Let this sum be distributed among them, in the first place, 
gratuitously. I need scarcely say what a premium would 
thus be bestowed on improvidence and idleness. The expec- 
tation of being supported, in part or wholly, when unprovided 
with employment, will render the workmen generally less 
anxious to obtain it, or, having obtained it, less careful, by a 
diligent performance of the work assigned them, to secure to 
themselves a continuance of it It will, in consequence, 
necessarily happen, independently too of any influx of paupers 
from neighbouring districts in which an equally extensive 
charity may not have been exercised, that the claimants for 
gratuitous aid will be multiplying from year to year; and where 
$100,000 was deemed to be an amount sufficiently ample to 
administer all the aid required, double the amount will, before 
long, be inadequate for this purpose. Indeed, no limit will be 
assignable to the increase of pauperism and of the funds 
requisite for its relief. The process described, if only continued 
long enough, would not stop until all the property of the rich 
was divided among the poor, — ^a state of things which, as I 
have before explained, could not fail to be yet farther deterio- 
rated, so that at length one scene of pauperism and wretched- 
ness would pervade the community. 

In what has just been stated, I have taken no notice of the 
particular source whence the funds which have been charitably 
applied were derived. They may have constituted a portion 
of the wealth that was destined by its possessors to a pro- 
ductive consumption ; or a portion of the wealth that was 
destined by them to an unproductive one. To the extent in 
which the former, rather than the latter of these* two supposi- 
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tionsy may have corresponded with the facts of the case, an 
additional reason would be presented, wholly superfluous as it 
is, why the most injurious consequences should ensue froip the 
administration of charity in the manner which has been 
described. Capital will have been transferred from the support 
of the employed poor to the support of the unemployed poor ; 
in many cases, from the support of the industrious workman to 
that of the idle and worthless portion of society. The effects 
before pointed out cannot fail, on this account, to be aggra- 
vated, and to be brought on with a greater rapidity. 

Next, let us suppose the $100,000 in question, instead of 
being bestowed gratuitously, to be employed in setting the 
unemployed poor to work in the business of production* It 
will then, of course, constitute a portion of the capital of the 
country ; and its effects on the condition of the poor will be 
the same as those of any other equal portion of capital. 
When once invested, it will however, no more than any other, 
furnish employment to the workmen who may happen to be 
unemployed. These will have to be provided for in the time 
to come, that is if their number continue to be on the average 
the same, by a like subtraction as before from the incomes of 
individuals. But their number cannot fail to be augmented, 
in consequence of the habits of improvidence which the 
greater probability of obtaining employment, when from any 
cause they have been deprived of it, must necessarily gene- 
rate ; and a larger and a yet larger sum will, therefore, be 
requisite, in order to afford the same degree of relief from 
year to year. Although, very probably, a certain portion 
of the wealth which would otherwise have been consumed 
unproductively will have been applied to the reproduction of 
wealth, and for this reason will have had a favourable influ- 
ence on the condition of the community generally, there seems 
to be no reason for doubting that, not only will the disposable 
property of the rich, by the process now under consideration, 
be in time exhausted, but also that the poorer as well as th« 
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richer classes will, however slowlv, be ultimately reduced to 
the same degree of wretchedness, as it was shewn woald be 
the ease under our former supposition of the charity adminis- 
tered being administered gratuitously. 

Not content with setting a certain number of the unem- 
ployed poor to work at the ordinary rate of wages, the 
benevolent feelings of some of the inhabitants of our smaller 
towns have sometimes induced them to associate together, 
with a view to provide work at that rate of wages for every 
one who might happen at any time to be unemployed. The 
promise, thus held out by the society, was soon met by ai^li- 
cations so numerous as to render it necessary on their part to 
solicit donations, in all manner of ways from their fellow* 
citizens, in order to augment the means at their dispoeaL Bat 
the more they got, the more also they found they were called 
upon to expend ; until at length, they found themselves oeer- 
vohelmed by the rapid extension of the pauperism belopging to 
the place, and by the influx into it of that belonging to other 
and neighbouring places. An utter discouragement then 
seized upon the society, which either dissolved itself, or sank 
into a state of inactivity. And just such consequences as these 
must ensue from every attempt to benefit the poor which is 
founded on the absurd notion that the funds for employiiy 
them, without compensating them at a lower rate of wages 
than the ordinary rate, are inexhaustible. 
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CHAPTER XL 

THE SUBJECT OF PAUPERISM COITTIHUED. 

The two cases have been examined in the preceding 
chapter of the adnunistration of charity to the able-bodied 
and unemployed poor, first gratuitously, and in the second 
place, if charity it can then with propriety be called, by setting 
them to work at the usual rate of wages. I shaU now proceed 
to the consideration of the case of the poor who apply for 
aid being underpaid for their work, or, in other words being 
paid less wages than at the ordinary rate. 

Such a proceeding as this has been sometimes stigmatised 
as a piece of injustice to the parties whom those denomi- 
nated charitable profess to relieve ; and the latter have, in 
consequence of its adoption by them, been charged, in no 
very elegant form of speech, with "grinding the poor." 
^Nevertheless, since every other method of dealing with the 
unemployed portion of the poorer classes has been shewn to 
be productive of evils of the greatest magnitude, we naturally 
turn to this as our only resource. If it should also be found 
not to be available for our purpose, we shall, indeed, be 
obliged to give up the cause of the poor in despair, excepting 
perhaps only in case of the last extremity ; or assenting to 
the doctrine, — I had almost called it the unreasonable doc- 
trine,*— of the possibility of the conclusions of science being 
inconsistent with the precepts of religion, declare hostility 
against political economy for bringing us into a position where 
our reasoning powers are rendered altogether so unavailing. 
Portunately, however, we are not reduced to a choice thus 
inconsistent with the analogy of our knowledge in general. 
The method of dealing with the poor which I am now con* 
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sidering will be acknowledged by the reader, when properly 
understood, and properly carried into execution, to be that 
which will reconcile every difficulty of the kind just stated ; 
and to be likewise the only one by means of which the poor of 
the present generation can be relieved, when thrown out of 
employment, without entailing a still greater degree of 
poverty and misery on the generation that is to follow. 

If a poor man, when without employment from the regular 
employers of labour, knew where to apply for work to be paid 
for at a lower rate than the ordinary wages, it is clear that he 
would very often make application for it, rather than be with* 
out work ; and having obtained the work for which he applied, 
it is equally clear that he and his friends would diligently 
occupy themselves in endeavouring to procure for him regular 
emplojmnent in his trade or vocation. His interests will be 
promoted by passing as soon as he possibly can from the receipt 
of a reduced to that of the ordinary rate of wages. He will, 
consequently, only be a temporary object of relief. As the 
same remark can be made, too, in reference to every perscm 
who may apply for work at a reduced rate of wages, — ^while 
one set of labourers are thrown out of employment, and are 
disposed to become the objects of relief in the way now sup- 
posed, another set will cease to be the objects of relief, and 
will be passing into the service of the regular employers or 
capitalists. And were the system I am now considering to 
be for a time in operation, experience would teach us how to 
adjust the toixges of relief in such a manner that the number 
of applicants to obtain them should be no greater than that of 
those who were declining to receive them any longer. 

Here then we have an important advantage of this system 
of managing the unemployed poor over those systems con- 
cerning which I have already inquired, to wit, that it is 
practicable to limit the number of objects to be relieved; 
provided, that is, there be nothing in the system itself, aU 
things being taken into account, which is calculated to 
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deteriorate the general condition of the community, — a posi- 
tion I shall now endeavour to make good. 

I shall admit, in the outset, that the confidence of being 
relieved in a season of difficulty, no matter how that relief 
may be administered, will of necessity have a tendency to 
impair the habits of foresight of every individual ; and all that 
can in this respect be said, concerning the workmen who are 
placed in the circumstances I have supposed, is that, consis- 
tently with being relieved, their habits of foresight and 
independence could scarcely be impaired in a less degree. 

But the condition of a people, or to express myself in other 
words, the command which they possess over the neces- 
saries and luxuries of life, depends quite as much upon the 
comparative extent of their desires for enjoyment as upon 
their habits in respect to foresight In accordance with this 
view of the subject, it would in my opinion be found, on 
comparing together two different countries, in one of which 
the wages of labour were double what they were in the other, 
or the same country at two different periods, in the one of 
which periods the wages paid were double what they were in 
the other period, that twice as much would not be saved from 
the double rate of wages. Political economists seem to me, 
indeed, in general to estimate too highly the amount which 
the labouring poor can be expected to save, in preference to 
consuming it on their immediate gratification. It is to be 
feared that, even when their condition shall have become 
improved to the fullest extent in which we can reasonably 
expiect it to be, by far the greater portion of their incomes will 
be consumed in theJast^mentioned manner, or, in other words* 
without leaving any trace of it behind. 

Now the effect, other circumstances being the same, of 
their being enabled at all times to get employment at reduced 
wages, will be to prevent their desires for luxuries from being 
contracted as much as they would otherwise be ; or what here 
obviously amounts to the same thing, to enlarge those desires. 
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To satisfy ourselves of this^ we need only reflect on Ae 
misery to which the poorer classes of the labouring common 
nity are liable to be occasionally subjected, where no prorision 
has been made by the wealthier portion of society, or by the 
public, for assisting them on the occurrence of any emer- 
gency^ — a misery to sufler which cannot but t«id to xieoder 
the parties less desirous than they were to obtain the range of 
enjoyment they were accustomed to, and permanendy to 
degrade, to a certain extent, their condition. 

A due consideration of what has been said above appears 
to me to be in itself quite sufficient to induce us to hesitate in 
giving our assent to the doctrine, that a proyision for the 
otherwise unemployed poor, of the nature supposed, must 
necessarily be productive of more evil than good. Wben^ 
however, this provision is accompanied in its administratiao, 
as it ever ought to be, by every practicable eflfort to better 
the morai condition of the subjects of our charity, there can 
no longer be *any doubt on my mind of the expediency of 
adopting it, and of complying by so doing with the uneqoivo» 
cal injunctions of the religion which we profess, as well aa 
with the promptings of our benevolent feelings. Just in pitK 
portion as we shall succeed in difiusing among the panpen^ 
whose bodily wants we contribute to relieve, the blessings of 
religion and of sound morals, and shall see that their children 
receive the benefit of even the lowest order of education, wiU 
we the more effectually guard against the evils adverted to, 
by the tendency of religion, of morals and of education, as 
has been repeatedly mentioned, to enlarge the command of a 
people over the necessaries and luxuries of life. And in thu 
way only it is, in my opinion, possible to be the instrument 
of much immediate good to the poor and the wretched, with- 
out incurring the hazard of eventual detriment to the commu- 
nity. 

The confidence which I have in die influence of the mmnd 
cfpliancei of which I have been speaking, in extending the 
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fkyaical eDJ03anent8 of a people, is so great, that I have no 
fears of injurious consequences of any description to ensue 
from the widest exercise of private charhy that is at all 
probable. In my view, let an individual, instead of indiscrimi* 
nately relieving every applicant for his bounty at his door, 
from a mistaken notion of duty, or that he may speedily rid 
himself of the annoyance to his feelings resulting from the 
presence of so unwelcome a class of visiters, resolve in no 
case, unless where the distress suflered is manifestly extreme 
as well as real> to administer any relief whatever to the poor, 
without first making sufficient inquiry to protect himself and 
the community from the eflects of imposture, and also without 
first visiting the abodes of misery, or it may be of vice, and 
supplying the moral as well as physical wants of their 
inmates ; — let him do this, and he may have the satisfaction 
of knowing that the good which he is doing, whatever evil 
tendencies may be in operation, will be pure and unmixed 
good. But most persons will say that they have not the 
leisure to spare from their regular occupations, which is 
requited by this mode of dealing with the pauperism of their 
vicinities ; or that they are otherwise disqualified.^ I reply 
that they should be careful not to mistake their indisposition 
to undergo that trouble, without which no charity can be 
beneficially exercised, for a want of leisure, or for inability on 
their part If, however, this be in reality the case, the only 
proper proceeding for them to have recourse to is to appoint 
others to be their almoners with the poor, who have more 
adaptation and leisure for the purpose than themselves, or who 
are actuated in a greater degree by the spirit of a Howard or 
a Pry. 

A question of great importance, and one on which political 
economists are not yet agreed, is now presented for our consi- 
deration. Shall the relief of pauperism be left entirely to the 
benevolence of private individuals, or is it a projier subject for 
legisktivo enactment 7 With some, the abuses of the poor* 
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laws in England, together with the dbcues in the piibEe 
administration of charity which it is notorious have not 
unfrequently occurred in our own country, have induced aa 
opinion altogether hostile to any legislation conceming 
pauperism. There are others, on the other hand, who mistrust 
the adequacy of private charity, or of charity administered 
by voluntary associations of individuals, to provide for all the 
cases of pauperism which may occur, of a nature to render it 
desirable that they should become the subjects of relief 

Such a system of poor-laws as is based on the principle of 
setting the able-bodied pauper to work, at wages lower thaa 
the ordinary rate, has the advantage, over a condition of 
things in whidi he is left, in- the time of his utmost need, 
exclusively to the tender mercies of his fellow-man, in the 
greater certainty of finding the assistance he requires, and at 
the time too when he roost requires it» as well as in the greater 
uniformity of the assistance rendered under similar circum* 
stances of distress ; — a certainty and a uniformity, as I have 
shewn, not at all productive of injurious consequences to 
society ; but on the contrary desirable, on the system of pauper 
relief in favour of which I have expressed myself, because of 
their beneficial eflect, in preventing the labourers, who are 
from time to time thrown out of employment^ from being, in 
consequence, depressed in their condition as much as they 
would otherwise be. 

The great difficulty of an efficient poor-law lies in its prac- 
tical execution. It is to be hoped that, with the diffunoa 
among the community of more enlightened views of political 
economy, and especially of the principles which should legu* 
late our practice in relation to alms-giving or pauper reliel^ 
properly qualified overseers of the poor will be more readily 
procurable than they have hitherto been. And I am, at least, 
not yBt prepared, without farther evidence from experience^ 
to embrace the opinion of the impracticability of eveiy 
attempt, by the action of the legislature, to relieve the destitute 
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portion of the commonity, so as at the same time not to afiect 
the public welfare injuriously by the encouragement of habits 
of improvidence and dependence among the labourers gene- 
rally. 

One advantage of a public provision based on proper prin- 
ciples, for the labouring poor when thrown out of employment, 
seems to me to be sometimes entirely overlooked. I allude to 
the consequent greater willingness of the poorer classes 
generally to acquiesce in the inequalities of fortune which 
unavoidably result from the maintenance of the rights of 
property ; rights so important, in reference to the interests of 
both rich and poor, to be always inviolably maintained. 

Afteii what has been delivered concerning the destitute 
poor who are able and willing to work, I need not dwell on 
the case of the infirm, the aged, and the young, who are 
unable to do so. Few or none who refuse to extend a helping 
hand to the former class would refuse it to the latter ; and a 
large proportion of those who earnestly object to every public 
provision for the able-bodied poor concede, notwithstanding, 
the expediency of such a provision for all others. Moreover, if 
my readers shall have assented to the general correctness of 
the views which I have laid before him in this and the pre- 
ceding chapter, I may safely leave him to apply those views 
for himself to the elucidation of the case now before us. 

I shall now conclude what I have to say on the subject of 
pauperism by once more stating the main principles on which 
every systematic effort for relieving it should be based. 
These are, ^«<, that the party relieved should never be 
rendered as comfortable as the independent labourer, and, 
for every piece of work done by him, that he should be 
underpaid; and secondly^ that relief administered to the 
physical wants of a pauper should, as far as practicable, be 
accompanied by an attempt to improve him religiously and 
morally. It is by a disregard, or forgetfulness, of these 
principles, that pauperism has been so often multiplied by the 



356 TUB psnrciFLst of 

very means which were destined to eradicate it; thus for* 
nishing one of the most remarkable instances of the injury 
which benevolence, unenlightened by knowledge^ is capable 
of inflicting. 



CHAPTER XII. 



OF TAXATIOir. 



Thb only subjects remaining to be discussed in the pres^ott 
treatise are those which relate to the revenue of the govern* 
menty and the sources whence it is to be derived. Theae 
sources may be classed under the two general heads of taxa^ 
tion and public loans. 

In reference, first, to taxation, it will be most convenient to 
inquire into the operation of particular taxes, with an especial 
view to ascertain the parties on whom they are ultimately 
incident, before deducing the general principles by which the 
legislature of a country ought to be guided in the enactment 
of a system of taxation. It is in fact, only by adoptiiJig this, 
arrangement that those principles can be exhibited to the 
student in an unobjectionable form. 

I shall begin with supposing a tax to be imposed upou rentt 
wherever this maybe paid, -be it in agriculture, manufactures, 
or commerce ; or I may say simply a tax upon the rent of 
land; considering the land, as was done in a preceding book, 
as the representative of all the situations or sites in which 
there is a return of rent to the proprietor, over and above the 
ordinary profits of the capital invested by him* Such a tax 
is merely a supposable one. From the impossibility of draw* 
ing the line practically between what is rent and what profit^ 
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the actual imposition of it may be regarded as out of the 
question. Still it will not be uninterestiDg or unimportaat to 
trace its operation and ultimate incidence. By so doing, we 
shallf indeed, be throwing light on the effects of some very 
customary modes of taxing a people. , 

Whether the government exact the tax of which I am 
speaking from the landlord or proprietor of tlie land, or exact 
it from the farmer to whom he may have leased the land, and 
who pays him rent, it will be ultimately incident upon the 
landlord alone. If the first be the case, ttie landlord will not 
on this account, on the renewal of the lease, be able to get 
any additional rent from his tenant ; for there is no reason 
why the supply of or demand for land to be leased should be 
altered in the slightest degree. He got as much as he cpuld 
for the use of his land before the tax was imposed ; and he 
can do no more than this now. Should he be so unwise as to 
insist upon receiving a higher rent, — and rent, it will be 
recollected, is the excess of the net produce of the land over 
the ordinary amount of agricultural profits, — the farmer 
would, obviously, not be able to realise those profits, and would 
consequently refuse to take the lease. So, too, would every 
other farmer; and the result would be that the landlord would 
have to cultivate his own land, and to continue therefore to 
pay the tax. 

On the other hand, if we suppose the tax to be imposed in 
the first place on the farmer, there is no immediate remedy to 
which recourse can be had by him. At the eviration of his 
lease only, will he have it in his power to throw the burthen 
of the tax from off his shoulders on those of his landlord. 
Then, however, he will most certainly do it in the manner 
above described* 

From the ultimate incidence on the proprietor of the land of 
every tax imposed upon rents, it foUows that the whole rental, 
strictly $o called^ of the land of a country, could it be dis* 
tinctly separated from the profits of the capital invested upon 
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the land, might be considered as constituting a fund for taxa* 
tion, which could be diminished by it to any extent, and even 
entirely exhausted, without the community, — ^the landlords 
alone excepted, — being subjected to the payment of the 
minutest portion of it 

Rent has been shewn to be property of a description diflS^r- 
ing from every other, in the very remarkable circumstance of 
its being conferred gratuUofudy on the owners of the land ; 
and, whatever may be its amount at any particular period of 
time, its owners may, almost always, calculate upon deriving 
from it a revenue which will be continually augmenting in 
every succeeding period of the advancement of the country in 
wealth and population, and, aU the while, without any sacrifice 
on their part Now granting the extreme importance to the 
welfare of society of preserving inviolate the rights of property, 
and of studjring to make the burthen of taxation press as 
equally as practicable on all the classes composing it, might 
it not be asked, with some plausible expectation at least of the 
inquiry being answered in the affirmative : — Whether, under 
the circumstances which have been mentioned, it would not 
be just, as well as expedient, to raise the whole of the public 
revenue by a tax upon the rent of land, and if more revenue 
were needed than all the rents of the country would amount 
to, not to resort to odier taxes until those rents had been first 
exhausted t There could be no hesitation, it seems to me, to 
give an affirmative answer, if such a method of taxation had 
been practised in the country from its original settlement. 
Every person then, who at any time became possessed of 
land, would be aware that it would never yield liim a greater 
revenue than the ordinary profits of the capital invested by 
him upon it, and that it would never be worth more than the 
value of such capital ; — ^that is, provided the government were 
always to take' for itself the whole of the rent And in case 
it only took a part, the land, when sold^ would be transferred 
fipom the seller to the buyer, subject to the whole of the rent 
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being taken at the pleasure of the government This condi- 
tion of the sale would have its full eflfect on the value of the 
land, and could manifestly be pleaded by the government in 
justification of its taking afterwards as much of the rent as it 
pleased. But, in the actual state of things, the case is very 
different The possession of the lands of a country has been 
passing, it may be for many centuries, with more or less 
frequency, from individual to individual ; every new purchaser 
having as entire a reliance on the secure enjoyment of the 
produce, or advantages generally to be derived from it, as he 
could possibly have in the possession of any other kind of 
property. Hence it is that it would be quite as unjust, and 
therefore inexpedient, to tax exclusively or in an extraordinary 
degree the owners of the soil, as it would be to tax exclu- 
sively or in an extraordinary degree any other class of the 
community. 

It will be impossible to take from the incomes of the land- 
lords, or of any other class of men, without disadvantage to 
the community at large ; since the whole amount of savings 
will consequently be lessened,-- or, in other words, the rate of 
the accumulation of capital will be retarded. Hence some of 
my readers may, perhaps, think it inaccurate to speak of the 
ultimate incidence of a tax on one class of the community 
alone. And so it would be, did not the political economist 
neglect for the time all consideration of any disadvantage so 
arising; or which is the same thing, assuming it to arise, did 
he not limit his attention in the case to the greater degree in 
which it affected one class rather than another* 

Others among my readers may regard the remarks just 
made to be altogether superfluous, and the impossibility of 
taking from the incomes of certain classes of the community 
without disadvantage to every other to haipe been too hastily 
asserted. They may maintain that, if what is taken is destined 
to a necessary, and therefore a productive expenditure or 
consumption, the national wealth could not be thereby dimi« 
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nished, nor the rate at which capital is accamidatiog be, in 
consequence, in any degree retarded. But while this is unde- 
niably true, I shall remark that, in what has been above 
stated, and when the question is argued of the ultimate inci- 
dence of any tax imposed, all taxation is regarded as a 
sacrifice of a certain portion of the national wealth, which* 
however desirable or necessary it may be, is nevertheless an 
evil to be deprecated* 



CHAPTER XIIL 

THB SUBJECT OF TAXATION OOFTIirUBD. 

\ 

Let us now trace the consequences of imposing a tax on 
the profits of capital, and on the profits of capital in aU 
employments alike. 

Such a tax, where it has not the efect of altering ike 
exchangeable values of things, will, obviously, not have the 
least influence on the amount of rents paid. The proportioDS 
in which the community will choose to consume the varioua 
necessaries and luxuries of life will continue the same ; and 
these will, therefore, be produced in the same proportions as 
before. No transfers of capital will take place ; and the share 
of the whole produce of the land, and of the whole produce 
too of the labour and capital of the country, which is distri- 
buted to the landlords, will remain unaffected. But, so long 
as we suppose wages to sufier no diminution, the rate of profits 
will have been lowered. Now, when the rate of profits is 
lowered, it has been shewn that the prices of all such oonuno* 
dities as are, in a greater degree than usual, the prodncts of 
fixed rather thanof circulating capitals will fall» whenoomparad 



with the prices of such as are in a greater ' degree the pro- 
ducts of circulating than of fixed capitals. In so far, conse- 
quently, as agricultural products may, on this account, have a 
higher or a lower exchangeable value, will it be possible for 
rents to be affected by a tax imposed, in the first instance, on 
the profits of capital 

Wages, howeirer, will not be maintained at their former 
rate, if that of profits be lowered. In whatever degree the 
capitalists may be disposed to economise their expenditure, — 
their unproductive expenditure I mean, — it is not to be sup- 
posed that they will economise it to such an extent, as to 
enable themselves to save as much out of their incomes as 
before. Hence capital will accumulate less rapidly than it 
would have done but for the imposition of the tax under con- 
sideration. The consequence of this on wages, I shewed, 
when treating of population, to be to reduce them to a lower 
leveL This, again, implies that profits will not fall quite as 
much as they would otherwise have done ; so that the tax, 
instead of being incident exclusively on profits, will come to 
be divided between profits and wages. 

The efiect of a fall of wages on the relative prices of 
commodities being the opposite of that resulting from a* fall 
in the rate of profits, viz. to cause the exchangeable values 
of those which are the products chiefly of fixed capitals to 
rise, when compared with those which are the products 
chiefly of circulating capitals, it is very possible that the fall 
of both profits and wages, just deduced, might so neutralise 
each other's influence, as to prevent any alteration whatever 
firom occurring in the exchangeable value of agricultural 
products ; and therefore in the rent of land, excepting such 
as may continue to result from the general retarding of the 
rate of the accumulation of capital. It will tken be correct 
to say that no portion of the tax originally imposed on the 
profits of capital will be incident upon the landlords. 

To what extent a tax on the profits of capital is iofeident 
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upon wages, will depend, other circunistances being the same, 
on the rate of profits. Where profits are high, the motive to 
save will be greater, as has before been mentioned, than it 
will be where they are low ; and the same proportional tax 
upon them may, consequently, cause very difierent values, in 
the two cases, to be abstracted by the capitalist from his pro- 
ductive expenditure. In other words, the degree in which the 
labourer may be afiected disadvantageously will be according 
to that in which the rate of profits was previously reduced. 

By diminishing the capital of a country, or, what amounts 
to the same thing, by retarding its increase, a tax on the 
proceeds of capital operates, very plainly, in the same manner 
as if it were a tax on capital itself. If the government 
indeed, instead of ten per cent upon profits^ — profits being 
say at the rate of ten per cent on the capital invested,— 
were to tax capital one per cent, the sum to be paid would 
be the same in both cases ; and the productive would, in all 
probability, bear very much the same proportion to the 
unproductive consumption of the capitalist in the one case 
as in the other, were it not for the impression on the imagi- 
nations of men of the names given to the two taxes respec« 
tively. To a certain extent it will for this reason be true 
that, when an individual has a portion of his capital taken 
from him, he will more readily acquiesce in the loss he has 
sustained, and will be disposed to. make somewhat less of a 
sacrifice of present gratification for the purpose of replacif^ 
it, than if the same amount were taken from his income. 
The extent of this difl!erence is however, not unfrequentljr, 
very much exaggerated. 

Here, as in the case of a tax on rents, it may be observedp 
that, on account of the impossibility of distinguishing in 
practice between rents and profits in those employments 
where rents are paid, especially in agriculture, a tax on 
profits is merely a hypothetical tax. And the same may 
also be observed in reference to a tax on capital; anoe ym 
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can in no instance form any definite estimate of the amount 
of capital which has been expended, or would require to be 
expendedi to bring a portion of the soil of a country into its 
present condition. 

Let us, nezty look at the nature of a tax on wages. Such a 
tax, it may be surmised, cannot be as dissimilar in its mode 
of operation from that of a tax on capital, as some have 
supposed ; for it will be recollected that wages constitute one 
of the elements of capital. I say surmised, since things 
which go by the same name, on account of their agreement 
in certain particulars, may yet, in other respects, be pos- 
sessed .of very different attributes. I shall proceed, then, to 
compare together the series of changes which will ensue on 
the imposition of a tax upon the wages of labour, and of an 
equal tax on capital in general. 

First, it is evident that, if the government shall exact from 
the engdoyer of labcur a sum proportional to the amount of 
wages paid by him, he will regard it precisely in the same 
light that he would an equal tax on the whole of his capital; 
because, in the- existing state of the arts, he will of course 
find it for his interest to apportion his capital between 
wages and the other descriptions of it just as he did before. 
A tax on wages is thus far, therefore, necessarily identical 
with a tax on capital. 

Now let the labourer be taxed, and a certain per centage, 
suppose ten per cent, be subtracted from his wages by the 
government. The question is: — ^Will he be subjected to 
more deprivations than if the same value had, in the first 
instance, been taken from the capital of his employer ? Will 
the fall of wages, in fact, be greater in the former case than 
in the latter ? It seems to me that, in reference to the tmme- 
diaie results produced, no reason can be conceived for 
thinking that the fall would be greater in the slightest 
degree. As this is a point of some importance, I would 
aot only request of the reader to consider it well before he 
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advances farther, but likewise to look caiefiiDy at what 
would happen if the contrary from the imposition of a tax 
were to occur; for, by this meaos, the point itself under 
consideration cannot fail to be more clearly underatood. In 
[dace of supposing a tenUi of his income to be taken from 
the labourer, or an equal sum from the capitalist who 
employs him, — ^let an amount equiralent to the tenth part of 
his income be added ioit^ by the repeal of a tax previously 
imposed or in any other conceivable way, or let an equal value 
be added to the existing capital of the country. The reader 
cannot fail to perceive, on a moment's reflection, that such 
an augmentation of this capital can in reality only occur, by 
the capitalists being enabled to pay wages exceeding in 
amount the wages before paid by the value which has been 
added to capital ; and that the immediate eflfects resulting 
from the two additions which have been supposed must be 
precisely the same* 

And if the immediate effects in the two cases be the same, 
I need scarcely add that the uUimaie ones must likewise be 
the same. 

But even though the labourer should be afected in the first 
instance in a greater degree when a tax is imposed iqpon his 
wages, than when it is imposed upon the capital of bis 
employer, it will not follow that his wages in the two casat 
will be ultimately different On the contrary, through the 
more or less active operation of the principle of population^ 
the reader cannot but perceive that very much the same rate 
of wages will come to be paid eventually in the one case as 
in the other. 

If a tax be imposed on the profits of capital, on capital^ 
or on wages, in one branch of industry only, or in a greater 
degree in any one branch of industry than in others gene* 
rally, the effect will plainly be to cause a diflbrent distributioii 
of the capital and labour of the country ; these being trans- 
ferred from where, in consequence of the supposed naeqani 
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taxfttioo, >they are now applied at diminished rate^ of profits 
and wages, to where these rates are comparatively higher. 
This new distribution too, of capital and labour, will be 
accompanied by a diminished production of wealth; since 
the community will be obliged to consume to a certain extent 
what, but for the tax imposed, they would not have preferred 
lo consume. 



CHAPTER XIV. 
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A TAX on property diflers from one on capital, firsts in 
bmg a tax on the landlords as well as on the capitalists. 
The land possessed by the former class will have a certain 
▼alue; and it is on this value that the tax in question is 
imposed. But two pieces of land, or other portions of real 
estite, of the same exchangeable value, may yield very 
difierent returns to their proprietor. Supposing them to be 
worth each $10,000, the one may, for example, yield him 
#600, and the other $800. Hence it may possibly be argued, 
that a tax on property would here be a very unequal one. Not 
so, however ; because the only reason why the land which 
yields oidy 0800 'us worth as much as that jrielding $600 is 
that it is expected to compensate for a jHresent deficiency by 
a larger future return. Accordingly, as the period for this 
approaches^ the value of the land will be continually aug- 
menting. And its value at the end of a year will be $900 
more than it is now. Its proprietoi^ has, therefore, no 
veaaon to complain of the rate at which he is taxed. Inde- 
ly too of this seasoning, the mere feet of this property 
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being of equal exchangeable value with that of the other piece 
of land might be assumed as a sufficient ground for such 
taxation ; for this circumstance alone is satisfactory evidence 
of equal advantages, all things considered, being derived in 
the two cases which are compared together. 

But secondly^ a tax on property will equally affect the 
wealth which is consumed unproductively and that which is 
consumed productively ; and from this view of the nature of 
such a tax, its effects will very nearly correspond with those 
that have been shewn to be consequent upon a tax on the 
profits of capital. 

On a review of what has thus far been delivered on the 
subjectof taxation, I cannot doubt that my readers will be 
led to assent to the gen^sal equity of a tax on property. 
There are two considerations only which, in my opinion, 
may perhaps induce some of them to pause for a moment before 
assenting to it, — ^that many persons having large incomes 
have, nevertheless, comparatively very little property, — and 
that it may be difficult to form a,pr(^r scale of taxation 
for the rich and the poor. 

In respect to the first of these, it will be recollected that, 
when capital is taxed, the efiects are very nearly the same 
as they are when an equal tax is imposed on the pn^iis of 
capital, and again that a tax on profits will operate very 
much in the same manner as one upon wages. And in respect 
to the second consideration just mentioned, I would make the 
scale of taxation a very simple one. I would tax evefy man*8 
property, as far as practicable, in the very same proportion. 
To adopt this as a principle of action would be a refinement 
on the doctrines of free trade. It would be proclaiming to the 
world that government is in no case instituted for the purpose 
of discriminating between the different classes of socie^, 
according as they are rich or as they are poor ; and that 
when the public good requires a certain amount of the wealth 
produced to be taken by the government, every portion of it 
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should be affected exactly in the same way as if the produc- 
tiveness of labour were proportionally diminished. By such a 
system of taxation inflexibly pursued, much of the jealousy, 
loss or more every where existing,* of the poor towards this 
rich, would be as effectually removed as by any means 
which could be imagined. Both classes, also, would be more 
likely to feel that their interests are identified ; seeing that, in 
so far as all contributions for the general welfare are con- 
cerned, the one cannot be . called upon to make a sacrifice, 
without the other being at the same time called upon to 
make a proportionate one. Indeed, the advantages of the 
system in question, in the view now taken of it, seem to my 
mind to be so very important, that I am almost disposed to 
maintain that governments have no right of acting on any 
other. 

Should it, however, be still urged by any one that a man 
owning property to the value of $100 is less able to bear the 
loss of a dollar than another worth $100,000 is able to bear 
the loss of $1000, and that to tax them proportionally is 
therefore in fact to do injustice t% the former, — ^I shall remind 
him of the manner in which a tax on property, however 
imposed, diffuses itself eventually among the different classes 
of the community, and shall express my conviction that the 
temporary inconveniences of a uniform rate of taxation are 
far overbalanced by the advantages which have been men- 
tioned. 

And let me not be charged, in consequence of any thing I 
have* said, with being more disposed than political economists 
in general are to make the burthen of taxation press upon the 
poor. By shewing that the rich cannot be taxed without the 
poor at the same time suffering almost as much as if they 
themselves had been directly taxed, I have, on the contrary, 
not only furnished an additional instance of the manner in 
which the interests of the different classes of society are 
bound up together, but I have also furnished an argument 
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agaiiut all taxaiioo, of the rich as of the poor, j»c6pting fiar 
purposes of unequivocal necessity or utility. 

Next to an uniform tax on property, I would pcefer moh & 
tax on incomes ot every description. 

The former of theqjB taxes is the pveferable one of Abe two» 
firsti because the incomes of individuals are not as soscepiSile 
of being estimated with as near an approach to accuracy as 
is their prc^rty, or the amount of what they are at any time 
worth. This is sufficiently evident in the cases of those whose 
incomes are derived from profits or wages, and still odoane 00 
in that of the landlords, whose incomes, as this term is^ com- 
monly understood, are often a very deceptive indicatioa of 
their increase in wealth. Such increase, it has been befiMne 
mentioned, may frequently exhibit itself by the ineieassd 
value of the lands which belong to them. 

Another reason for preferring a tax on property to a tax 
on incomes is the greater degree in which the poor wiU be 
taxed in the latter case than iif the former; although the 
disadvantage to them will be in a great me^sute only apparent 
Why ^o, I need not expbiin to the reader. 



CHAPTER XV. 
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Trk difficulty of estimating with accuracy the property or 
tiie incomes of individuals, together with the desire on the 
part of governments to disguise as much as possible from the 
different members of society the precise amount of the taxes 
which each of them is called upon to pay, have led to a very 
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jgwenU reliance, for supplying in a considerable degree the 
wants of the public treasury, on certain indirect modes of taxa- 
tion; to which I shall now direct the attention of my readers. I 
allude to the taxes which are imposed on commodities when pro- 
duced at home, or when they are imported from abroad. In 
the former case they are denominated an excise^ and in the 
the latter they are spoken bf as customs or duties. 

When the excise is paid by the producer, as must necessa- 
rily be the case in the first instance, it is plain that it can be 
of no importance m respect to the ultimate incidence of the 
tax, whether he shall be obliged to advance it immediately 
after be shall have completed the entire act of production, — 
or at some previous stage of that act, as will commonly be 
the case when, instead of the commodity produced, the pro- 
cesses or instruments of producing it are the subjects of 
taxation. At whatever period payment may have been 
exacted from him by the government, he will expect it to be 
refunded to him by the purchaser of his products ; for then 
only will he be able to make th^ ordinary profits ; and unless 
those profits are made by him he will transfer his capital to 
other employments. The purchaser again, if his business be 
to retail those products, will, for a like reason, expect his 
advances to be, in their turn, refunded ; and so on, until the 
tax imposed fall wholly on the consumer. It is, moreover, 
worthy of note, that the consumer will not only have to pay a 
price for what he buys, greater by the amount of the tax than 
he would otherwise have had to pay for it, but that price will 
be yet farther enhanced by the profits which would have been 
yielded to the sum paid as a tax, had this been invested pro- 
ductively at the time of payment* 

These conclusions will likewise all hold good in reference 
to tlie duties imposed on importations from foreign countries, 
as was fully explained in the preceding book. The merchants 
cannot continue their business without receiving the ordinary 
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profits ; and their capitals will be accordingly transferred to 
other employments, until profits are again equalised. 

It will not appear singular that the importers of commodities 
from abroad should be here on the same footing with the 
producers at home, if we recollect in what the business of 
production really consists, and that the merchant is a producer 
in the very same sense in which the farmer or manufacturer 
is entitled to be so designated. They are all of them occupied 
in adding utility to matter, not by any act of creation, — this is 
the prerogative of Omnipotence alone, — but by simply remov- 
ing it from one position in space to another. 

I have noticed in another place the singular doctrine which 
has been maintained by some individuals of the highest politi- 
cal standing in our own country, that, instead of a duty 
imposed on foreign commodities imported being ultimately 
incident on the consumers of those imports, it is in reality 
incident on the producers of the commodities exported in 
exchange for them. At present, it may be proper to repeat 
that the only modes in which the producers or capitalists of 
a country can be ultimately aj9ected by any tax whatever 
upon the consumption of the community,-T-and the parties, 
who hold to the ultimate incidence on the producers of a tax 
upon imports, do not deny ihe prior incidence of it upon the 
consumers, — are, first, by the difficulty of making those trans- 
fers of capital and labour which might be rendered necessary 
in the course of the changes resulting from the imposition of 
the tax, and secondly, by any fall in the rate of profits which 
might ensue. 

Political economists adopt as a principle that an excise 
should be levied as late as possible in the production 
from first to last of a commodity, or, what is the same 
thing, on the finished product, rather than on the raw ma- 
terials, and the materials in diflbrent stages of prepara^ 
tion, from which it is produced. By proceeding in this roaiH 
ner, the advances required to be made by the capitalist 
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not be needlessly augmented, Where a commodity too, 
on which a tax has been paid, becomes successively, when 
subjected to change, the materials of farther production, 
not one only, but several needless advances may be required. 
This last remark is, plainly, applicable in an equal degree to 
commodities imported from abroad, as to those produced at 
home. In all these cases, indeed, it is no doubt true that the 
advances made will be fully reimbursed, and reimbursed with 
the due amount of profits. Nevertheless, to be obliged to carry 
on one's business, as may not unfrequently be the casQ, with 
a larger amount of capital than, but for such a tax as I am 
now speaking of, would be required to carry it on with 
advantage, is a disadvantage^ especially to the smaller capi- 
talists. 

Where an excise is levied on particular processes or instru- 
ments of production in the arts, the employment of all other 
processes or instruments is apt to be regarded as illegal, 
and to be proscribed accordingly. A check to improvement 
will thus be most improperly and most injudiciously applied 
by the government itself ; one of whose cbief objects should, on 
the contrary, ever be to give every encouragement in its power 
to the progress of improvement 

Another evil, connected with every system of excise, is the 
inquisitorial character of the manner of collecting the tax 
imposed. The tax-gatherer must necessarily be clothed with 
an authority very susceptible of being abused, and therefore 
in fact very often abused ; and his undesirable visits to the 
manufactory or workshop vnll of itself be an annoyance. 
And this evil, like every other to which the producers of 
wealth are subjected by taxation, will not be confined to them- 
selves.. They will, in truth, receive full compensation for it m 
an augmented rate of profits, of course brought about by the 
transfer of capital to other employments, and the consequent 
enhancement of the prices of the commodities which they 
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produce ; that is, every vexation or annoyance infficted will 
be paid for by the consumers. 

Here it may be observed that care should always be taken, 
in the enacting either of a system of excise or of a tariff of 
duties, — and this is true whether these last be intended as 
revenue or protecting duties, — that the tax imposed shall be 
comparatively lighter according to the facility with which it 
admits of being evaded. If this consideration be neglected, 
or if the taxation of any article be exorbitantly high, the con- 
sequence will inevitably be a disposition/ more or less gene- 
rally extended among the community, to evade the law, and 
by dishonest artifices avoid the payment of the tax, — ^not to 
speak of the more aggravated offences of the smuggler. 

Besides the inconveniences, already mentioned, which are 
connected with the taxes we are now occcupied in consider- 
ing, their collection costs more, generally speaking, than that 
of an equal amount of taxes directly imposed would probably 
do. And indeed, as was stated in the beginning of the present 
chapter, the principal, if not the only reason, why governments 
have so often preferred them to all others, is the possibflity, 
on account of their comparatively imperceptible operation, of 
extracting from the people in this way a greater revenue than 
in any other. 

I need scarcely in this place remind the reader that, fa 
speaking of the ultimate incidence of a tax oih the consumer, 
and not at all on the producer, it is not intended to deny that 
the latter will be affected by the diminution of tlie national 
wealth which may be consequent upon the unproductive expen- 
diture of the tax. Such expenditure of il must have precisely 
the same efiects as if labour had become less productive. It 
will therefore tend to produce a fall of profits. What the 
government actually receives is, however, never equivalent to 
the loss incurred by the tax-payers. Even if we omit the 
expenses of collection, this will not be the case when the tar 
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imposed is a partial one. To illustrate my meaning by an 
example : let the only commodity taxed be tea on its impor- 
tation into the country. Its price, as has been shewn, will 
rise. Many persons, especially if the duty upon it be conside* 
rable, will cease to consume it ; while those who continue to 
consume it will consume it in less quantity than they were 
accustomed to do. Now the gratification foregone by the 
consumption of other things instead of tea, which, but for the 
tax upon it, would have had the preference, is an item, and it 
may be* a considerable one, }hat is manifestly a sacrifice 
made by the parties concerned, without any accession to the 
public revenue ; a sacrifice tending, also, to render the faH in 
the general rate of profits greater than it is necessary that it 
riiould* be« It becomes important to diminish all sacrifices of 
the kind as much as is practicable, by distributing the taxation 
imposed among the various articles of consumption. And we 
may conceive the distribution to be so adjusted as not to inter- 
fere in any degree with the proportions in which those articles 
are consumed. 

It may be added that the unequal taxation of the various ' 
articles of consumption will induce the same transfers of 
capital and labour, as are consequent upon the unequal taxa- 
tion of the capital employed in the diflferent branches of 
industry. 
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CHAPTER XVI 



turn SAKS 8UBJB0T OOHTIVUED. 



Aftbr having inquired into the efiects of taxing rents, the 
profits of capital, capital itself, and the wages of labour, I pro- 
ceeded to consider those resulting from the system of indirect 
taxation, on which, in modem times, so much reliance has been 
placed for supplying the wants of the public treasury. I shall, 
next, examine in succession the operation and ultimate 
incidence of certain taxes chiefly of a direct nature, most of 
which have been often imposed as collateral means for the 
same purpose. 

To begin, let a tax be imposed upon the land of a country ; 
and say on all land alike, whether cultivated or uncultivated, 
*— whether employed for any useful purpose or not In what, 
respects will the efiects be different from what they were shewn 
to be in the case of a tax on the rent of land 1 I observe, in 
the first place, that if the value of land were determined exclu- 
sively by the present income derived from it, the portion of it 
which is in a state of nature, being sufiered to remain in that 
state simply because it cannot yield the ordinary profits to the 
capital applied to cultivate it, would have no value whatever. 
When the tax is imposed upon it, its ownership will for this 
reason be abandoned to the government ; to which it can be 
of no more service than it was to its former owner. Indeed, 
there is no reason why the owner, even before the imposition 
of the tax, should not have been quite as willing to aban- 
don all claim to the land, as to hold it But the present 
value of land is determined, in a degree, by what its value at 
hfuiwre period is expected to be. Very possibly, therefore, it 
might bear to have a tax imposed upon itof a certain amoont» 
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though it be not sufficiently fertile or favourably situated with 
respect to a market to admit of its being profitably cultivated. 
Such a tax as this wiU evidently be paid at first by the pro- 
prietor of the land : and it must be also ultimately paid by 
him, because there is no one to whom he vrill be able to 
transfer it 

The rent of land, employing the word rent as men com- 
monly doy may be the subject of taxation. This kind of rent 
consists of two elements, to wit, rent properly or technically 
so called, and the profits of the capital invested on the land by 
its owner. If the tax imposed be less than or equal to the 
former of these two elements, it will in fact be a tax on that 
element alone : if the tax be greater, it will, in part, become a 
tax on the profits of the capital invested ; and the consequent 
ces will be a transfer of this capital as far as it admits of 
being transferred, together with the abandonment of the land 
as in the case just before considered. 

Similar consequences will result when the gross, instead 
of the net produce, of the land, is taxed, as in the case of 
tithesj — and will result, indeed, from every supposable tax on 
the land. 

A repeal of the taxes, of which I have been treating in the 
present chapter, will, of course, bo followed by consequences 
the opposite to those which ensued when the taxes were origi* 
nally imposed. To give only a single Ulustration, suppose the 
tithes paid in Great Britain for the support of the established 
church to be abolished. So long as the existing leases con- 
tinue, the profits of the farmers or tenants will be tfbove the 
ordinary rate ; and so long will they enjoy the whole benefit 
conferred by the abolition of the tithes. But when their 
leases shall have expired, that benefit will necessarily pass from 
them to the landlords ; it being always in the power of the 
latter to exact from the farmers, in every instance, as much 
rent as will leave them the ordinary rate of agricultunU 
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profitg, and no moie. The whole benefit would, at least, bo 
thus transferred to the landlords, were it not that a certain 
portion of land can now be cultivated with advantage, which 
was before incapable of yidding the ordinary profits to the 
capital invested upon it, and was incapable of doing so on 
account of the necessity of paying tithe. The cultivatioa of 
additional land will prevent rents £rom rising as much as they 
would otherwise do ; as they did not fall (on account of the 
necessity just mentioned) as much as they would otherwise 
have done, when the same land was obliged, by the imposi- 
tion upon it of tithe, to. be thrown out of cultivation. And the 
diminution of the exchangeable value of agricultural products 
which will have taken place, — a diminution of value, without 
the occurrence of which rents would, indeed, have risen to 
the full extent at first mentioned, — will confer an advantage 
to a certain amount upon the community, at the expense, if 
the expression may be here used, of the landlords. Besides 
this advantage, which is no doubt smaller, and, very probably, 
much smaller, than that derived by the. landlords from the 
augmentation of their rents, a peculiar advantage would 
result, from the repeal of tithes, to the parties by whom it is 
in the first instance paid, in their being relieved from the 
vexations unavoidably connected with the collecting of it; 
aggravated, moreover, as those vexations are, by an impre^ 
sion of tithes being paid, as well ultimately, as in the first 
instance, by those from whom it is levied by the govemmeiiL 
The extraordinary expenses, too, of collecting so vexatious 
and therefore so obnoxious a tax, which have often to be 
incurred, would be saved to the public by its repeal And I 
may add that we shall find an additional reason for its 
repeal, in the injury inflicted on the cause of religion itself by 
rendering the clergy, through whose instrumentality and for 
whose especial benefit, the tax in question was imposed, in 
a certain d^ee the objects of (Usfike or aversion to te 
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poorer classes of tho people ; — not to mention the purely 
political considerations that ought to prompt to the adoption 
of such a measure. 

The question as to the most expedient mode of providing 
for the clergy is, however, foreign from the subject of the 
present treatise ; and I am, therefore, not called upon to give 
toy reasons why, in common with the universally expressed 
opinion in the United States, I hold to the voluntary system. 
Men may difier toto cash concerning this matter, as they may 
do concerning the form of government best fitted for a parti- 
enlar nation, and yet be ready to subscribe to all Uie essential 
doctrines of political economy. 

But whether, on the abolition of tithes, otiier taxes of an 
dquivalent amount shall, or shall not, be substituted for them 
in order to provide for the clergy, it will be proper to impose 
kuch a tax on the land as may, in its effect upon rents, coun-^ 
teract that rise of them which would otherwise ensue. 
Unless something of this kind be done, a considerable part of 
what was before the support of the clergy will have been 
taken frem them, and simply handed over to the proprietors 
of the land. Should the diminished wants of the govern-* 
tnent not require the revenue which is to be derived from the 
suggested tat, it might, notwithstanding, be the most expedient 
eourse to impose this ; at the same time repealing one or more 
others. 
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CHAPTER XVIL 



THS SAME SUBJECT OOKTIITUSD. 



I vBED not dwell at any length on the several modes of 
taxation which are yet to be mentioned, as they must neces- 
sarily partake more or less of those already considered. 
They may be mentioned, also, in almost any order. 

Let a tax be imposed upon the sale of property, or upon 
contracts for the transfer of property from one Individual to 
another at a future day. These taxes have this disadvantage, 
that they prevent in a certain degree the most profitable 
distribution of the national wealth. If we suppose the price of 
a certain article to be at such a rate as to induce its possessor 
to offer it for sale, but that a tax of the kind just mentioned 
is imposed before any sale shall have been Actually effected, 
the inference is plain that the article in question would be 
withdrawn from the market, unless it can be sold at an 
advance above its former price equal to the amount of the 
tax. Now the individual who might have been willing to 
purchase it before, being thus obliged, in the event of his 
becoming a purchaser, to refund the tax exacted from the 
seller by the government, may very well refuse to purchase. 
And the article will have to remain in the possession of its 
present owner ; although, if transferred to some other indivi* 
dual, it might, very probably, have been employed more 
productively, that is with a greater profit, and, of course, 
more advantageously to the whole community. Should the 
tax be exacted from the purchaser, the conclusion to be drawn 
is obviously the same. 

The customary mode of deriving a revenue firom the 
transfers of property, — a method recommended by the facility 
and very inconsiderable expense of collection^— is by requiring 
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the evidences of all contracts and sales to be recorded on 
stamped paper, issued by authority of the government, and 
having a different value according to the amount of property 
to be transferred. 

A tax bearing some analogy to the foregoing, because the 
circulation of commodities is impeded by it, is one imposed 
on their transportation from place to place. Such, for 
example, are the tolls which are levied upon carriages on 
roads, and upon boats on canals. They can be shewn to be 
ultimately incident, like every other tax upon the producers, 
on those who consume the commodities transported, and are 
therefore no more liable to objection than are the taxes in 
general that are paid by the consumers. 

Travelling, as well as the transportation of commodities 
from one part of a country to another, is a subject of taxa- 
tion; and a moment's reflection will suffice to satisfy the 
reader that, whether imposed in the first instance on the 
traveller, or on the proprietor of the stage-coach or other con- 
veyance in which he performs his journey, the whole burthen 
of the tax will, in fact, be borne by the former. The advan- 
tage gained, or gratification received by him, will evidently, 
in this case as in every other, have to be paid for by the 
consumer. 

Both the descriptions of tax which have been last consi- 
dered are recommended by the facility of collecting them ; 
and there would be no ground for objecting to them under any 
circumstances, so long as they were not higher than a fair 
equivalent for the use of the communication by land or water 
along which passengers or goods are conveyed. This is a 
self-evident proposition. The only difficulty here is, — as to 
what is to be regarded as a fair equivalent for the benefit 
conferred. It may, indeed, be stated to be such a tax or toll as, 
after paying for keeping the road, or whatever the communi- 
cation may be, in repair, will enable the government to make 
the ordinary profits on the capital eipended in its construe- 
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Hon. But how is this point to be detennined ? If thebwwani 
of road making were open to every member of tha eommur 
nity to engage in it, there would be no need for us to eonc^m 
ourselves on the subject Competition would not fail tot kMp 
the rates of toll at their proper level,, oa the roads constmcted 
by the government as on eveiy other. A state of things Ukft 
this exists in no country, and it may be regajrded- as ona 
altogether out of the question* The majuog' of roads*, and. q£ 
can^s too, being every where monopolised,:^! use this woiidi 
in no bad sense, — by the government, or by parties autboriaedi 
for the purpose by the government, mone than the proper rate 
of toll may, it is plain, be exacted* Of every such, p^^ 
ment beyond the value received there would be.gpQd:neaaoii to.> 
complain, unless other taxes were at the same: time impoaed, 
bearing more particularly upon the classes of society oob 
i^ffected by the tolls of which I have. been, qpeakings In aj 
country however, like our own, where. the rOommoditie^ oon*- 
sumed have to be conveyed to very unequal distanoesy audi 
where those who travel are of almost all descripitionft oS, 
persons, it would.be not a little difficult to^discover any suchi 
compensatory taxes. This difficulty,, together with, ther 
acknowledged principle of avoiding, as much aa is practicably < 
the taxing of particular classes of the community, is, in.gpncK 
ral, a sufficient security against the excels of taxatioAofwhi^ 
mention has been made^ 

Remarks similar to the above may. be niade iHjreiimMPitO; 
the postage of letters. The government of a>cpiintry.^hoidi;3 
never look to the postoffice fora rev^^ue^ It ougbfc to resL 
sittisfied if < the expenses of the, institytiw^arebiorQe bytiuMes 
who are directly benefited. I mighty peishpfwii with pnqpzittjv . 
go even farther, and maiQtain>tbe;>eqp0dieMy,itt so far.* as/ 
newspapers and periodicals are copoeroedj , of i making mwmn 
sftcrifice to promote by their circulation the ^fBamoni 0C2 
knowledge, political and lit^my/amoqg the great J)ody/Offt) 
people. 
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« 
Governments have not always contented themselves with 

taxing the transfer of property from one to another among 
the living, but have sometimes interfered between the living 
and the dead, by the imposition of a tax upon legacies, or 
upon the property generally of those who die. A tax of this 
kind, there can scarcely be a doubt, is, of all possible taxes, 
that which is paid with the least reluctance. The deceased 
owner of what is taken was permitted to keep quiet possession 
of it to the last moment of his life : and the heir or legatee 
will more readily pardon the act of the government in appro- 
priating to its own use a part of his predecessor's wealth, at 
Ihe time when the remainder is transferred to himself than 
at any subsequent pericd. The disadvantage which may 
be imputed to this manner of raising a revenue is, that 
the productive consumption of the country is afifected by it in 
a greater degree than the unproductive. , We may infer this 
from the circumstance of what is received from another at a 
period not previously determined, but depending for its occur* 
rence on a contingency, being regarded by the recipient as so 
much clear gain. He will be indisposed to economise his 
unproductive consumption in order farther to augment his 
capital; and the result will be a greater retardation of a 
nation's advance in wealth than if a tax had been avowedly 
imposed on the profits of capital, or even on capital itself. 
A tax was, a few years ago, imposed in Pennsylvania on 
collateral inheritances ; that is, on the property of those per* 
sons who die without leaving any children behind them. One 
advantage of such a tax is, obviously, the same in kind, 
though somewhat enhanced in degree, with that which was 
stated to subsist in the preceding case. The property inherited 
from more remote relations will have been regarded, before 
tba possession of it is actually obtained, less in the light of 
property belonging to the heir, the enjo3rment of which is only 
postponed for a time, than if it had descended from his imme* 
diste ancestor. He will, on this account, acquiesce still more 
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readily in a part being taken from him for public purposes, at 
the time of his becoming possessed of it There is also 
another advantage which may be ascribed to a tax on colla- 
teral inheritances when compared with one upon inheritances 
descending from parent to child, to wit, that the children who, 
having had their own parents to provide for them, have 
besides had property left to them of the former description, 
will be relatively better able to sustain the weight of taxation. 
I need scarcely say that the disadvantagti of taxing the 
different kinds of inheritances will correspond very much 
with their comparative advantages. If, indeed, the notion of 
some of the advocates of the tax under consideration bad 
any foundation to rest upon, — ^the notion, L mean, that it 
would operate as an encouragement to matrimony, and thus 
tend to increase the population of the country, — ^it would be 
accompanied by a disadvantage of a peculiar nature. To 
contribute to such a . result by the very measure adopted to 
take from the national wealth, or, what is the same thing, 
from the means of support of the community, would be alto- 
gether preposterous. It would be the decreeing the degrada- 
tion to a certain extent, in place of the improvement, of the 
condition of the people. But I have no idea of any one 
having been stimulated, by the collateral inheritance bill of 
Pennsylvania, to marry, with the purpose in view of evading, 
en his deaths the payment of the tax imposed ; and the bill, 
in my opinion, was therefore, in this respect, perfectly harm- 
less. Nor do I think it probable that, amounting as it did to only 
a small per centage on the value of the inheritance taxed, the 
imposition of the tax in question has led to many removals 
of unmarried persons from the state. Such removals from 
it, implying too the withdrawal of capital, would have been 
necessarily injurious to it The tax may be conceived to be 
so high as in fact to produce a considerable amount of 
injury. 
And I may be permitted to remark here that, after what 
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has been delivered in the second book of this treatise on the 
principle of population and the consequences flowing from it^ 
the reader must perceive the absurdity of every measure, 
financial or otherwise, having for its object to increase the 
number of marriages. The governments by whom they have 
been enacted have been deplorably ignorant of the subject on 
which they undertook to legislate ; and they were, especially, 
unaware that the difficulty was not to multiply the numbers 
of a people, but to provide for them adequate means of 
support. 



CHAPTER XVIII. 



THB SAMS SUBJSOT OONTIirUSD. 



To tax judicial proceedings is, obviously, to render the 
administration of justice unnecessarily expensive : and worse 
than this; because in proportion as the administration of 
justice is rendered more expensive to litigants, it is converted 
into the administration of injustice to the poorer classes of 
society. When injured in their property or otherwise, if the 
expense of a law suit be so great thai they cannot afibrd to 
incur it, there is nothing left for them but to submit, as 
quietly as they may, to the injury inflicted. 

• A poll tax, or tax, to an equal amount, upon every member 
of a community, or upon every member of it who has arrived 
at a certain age, is liable, in the same or a greater degree, to 
the objection which has been made to a tax on wages, 
namely, that more in proportion is taken by it from the 
incomes of the poor than from those of the rich. » 

But it would be needless for me to notice all the varieties 
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of possible taxation. The principles ¥^ch have been 
explained, and the details already given, wiU enable the 
intelligent reader to trace for himself the advantages or di^ 
advsmtages connected with any case that may be presented 
to him. I shall, accordingly, specify only two cases morer-* 
a tax on exports to foreign countries, and a tax on duMing" 
hou8e$y or say on the rent of dwelling-houses. 

The former tax might, perhaps, have been treated meet 
appropriately immediately after that upon imports from 
abroad ; but it is not easy to arrange in a manner wholly 
unexceptionable the discussion of the difierent topics embraced 
in so comprehensive a subject as taxation ; and I shall be 
content i^ my arrangement shaD have been such as is con- 
sistent with a perspicuous and logical exposition of my 
opinions. To proceed however, I remark that the merchants, 
who must necessarily pay the tax upon exports in the first 
instance, will no longer ship to foreign countries the same 
quantity of the articles taxed ; and their prices abroad wiS, 
in consequence, rise. This rise will continue until prices shall 
become high enough to enaUe the merchants to repay them- 
selves the amoimt of die taxes advanced by them ; when thej 
will once nK>re make the ordinary profits on their respective 
capitals. In this state of things, the tax wiU be incident on 
the foreign consumers. The articles taxed will not be con- 
sumed abroad as extensively as before ; and the qoantity at 
them produced at home will therefore be also diminished. A 
transfer of capital must on this account ensue, bearing a ckise 
analogy to that which was riiewn to take place when the 
exports of a country are diminished by the impositi(»i of 
duties on imported commodities. Exports may be taxed so 
highly as very much to reduce the quantity of them con- 
sumed, or even to prevent their consumption altogether; jnsl 
as the tax upon imports may be so high as to produce the like 
effects. While in the latter case the price of an article itmy 
have risen so much that a similar article mey be produced at 
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heme at the same or a less price, or people may, rather than 
purchase it at the present rate, contrive to do without it ; in 
the former case, the price of an article may have risen so 
much that either a similar article may be produced abroad at 
the same or a less price, or people may contrive to dispense 
with the use of it altogether. The analogy between the two 
cases is, in short, complete, excepting only the circumstance 
of the tax imposed being, in the one, paid by the foreign, and, 
in the other, by the domestic consumers. 
. Recourse has been very seldom had to taxes upon exports ; 
and, in the United States, there is a provision in the constitu- 
tion of the general government, prohibitory of the imposition 
of any such taxes. Why has this been the case, and why 
this prohibition ? For if a tax upon exports is ultimately 
incident upon the consumers abroad, and a tax upon imports 
open the consumers at home, — ^while the effects moreover, 
which are produced by the two taxes respectively, are in 
other respects so analogous as has been stated, — ^it would 
asem that the action of governments in the matter has been 
aotirely wrong, and that they ought clearly to give a prefer- 
ence to a tax upon exports over one of imports. In our own 
country, too, the collection of the tax upon exports would, all 
other circumstances being the same, be more easy and more 
certain, from the more uniform nature of the commodities 
sent abroad, when compared with those received in return 
for them, as well as from the greater value in a given bulk 
they possess, generally speaking, and by possessing which 
tibey cannot so readily evade the payment of the tax im- 
posed. 

The most influential reason which can be assigned, why 
the exports of a country have been protected so extensively, 
from taxation, is unquestionably to be found in the erroneous 
nolioiis that have been less or more extensively prevalent with 
leapect to the true nature ot national wealth. When it was 
mxppomd that a ooontry was wealthy and jMrosperous exactly 
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according to the quantity of money in circulation, and when 
the possibility of maintaining always a permanent excess c£ 
exports above imports was every where adopted as a maxkn, 
which excess was, besides, to be invariably paid for in the 
precious metals, it is not to be wondered at that the imposU 
tion by any government of a tax upon exports, unless for 
some very peculiar reason, should have been regarded l^ its 
subjects, as well as by itself, as an absurdity, or even worse, 
— as a sort of treason against the state. 

Another reason for not taxing exports, rather than imports, 
has been, that the parties who are the immediate sufferem 
would, in all probability, complain much more in the former 
case than in the latter ; partly, perhaps, because a commodity 
which is to be exported, being in the actual possession of its 
owner, and capable of being disposed of by him in the country 
itself where he lives .without the payment into the public 
treasury of any portion of what he receives for it, seems to 
his imagination to be more emphatically his property than 
is another commodity wliich is imported from abroad* 
and which can scarcely be said to have come into hm 
possession, or to be his, until the duty upon the imputation 
of it shall first have been paid ; — ^but especially, because the 
different classes of producers whose interests are affected 
disadvantageously, and who will be obliged to transfer their 
capitals from their existing emplo}rment8 to others, are mora 
distinctly traceable in the case of a tax upon exports, than 
they are in that of a tax upon imports. 

But the question may be asked, — ^whether, consistently with 
the principles of political economy, as they have been deduced 
in the present treatise, it would not be preferable to impose 
duties upon commodities exported rather than upon those 
which are imported 7 Whether, in other words, it would not 
be better to levy a tax upon the foreign, than upon the 
domestic consumer 7 The answ^ is plain, that it would be 
so, provided only that other countries would submit to sueh a 
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state of things without retaliating ; and which it may be taken 
for granted that they are not at all likely to do. If every 
government were to derive its revenue from the taxing of 
exports, and these were taxed everywhere in a similar pro- 
portion to their value, no advantage could possibly result to 
a country at the expense of any other. And if the system of 
taxation was not thus uniform, it appears to me that it would, 
far more frequently even than the existing tariff systems, tend 
to generate hostile feelings among nations, and to embroil 
them with each other. Where, indeed, any one nation was 
found to be obstinately adhering to the antiquated notions 
concerning the balance of exports and imports, or, to us^ the 
more technical language of former, statesmen, of the balance 
of trade, they would deserve to be punished for shutting their 
eyes to the progress of knowledge which is going on 
all around them, by being obliged, in consequence of the 
imposition by other nations of a tax on exports, to pay 
tribute to them for whatever foreign products they consume. 

In relation to a tax on dwelling-houses, which is the only 
tax I propose yet to remark upon, I may mention that it is pre- 
cisely of the same nature, however it may be imposed, with 
some of the taxes already considered. When imposed upon the 
rent, as this term is commonly understood, paid by the tenants 
to the landlords, it is analogous in its effects and ultimate 
incidence to a tax imposed on the gross product of the land. 
It may not, however, be superfluous to trace those effects here 
as they successively occur, on the amount required being 
exacted in the first instance from the landlords ; furnishing, as 
in this case they do, a striking illustration of a transfer of the 
burthen of taxation from one class of persons to another. 

Let a tax, then, of ten per cent, be imposed on house-rent. 
It must, in the first place, be evident that, during the whole 
period of every existing lease of a house, the landlord can find 
no remedy for what he has thus to pay. If his rent was before 
9400, it will now be equivalent, in so far as he is concerned, 



to the sum of only #860. But when the period f<^ reaewuig 
the contract between landlord and tenant shall again cone 
round, will the former be able to get rid of the tax bf in any 
way inducing the latter to pay him a higher rentr-^opay him 
•440 instead of $400. Certainly not, so long as the supply of 
houses and the demand for them shall remain the same. 1%e 
landlord got as much rent from his tenant before as he codd ; 
and there is no reason why he should now get more. He will, 
however, be making less than the ordinary profits upon liis 
capital : a check will thus be given to the building erf* new 
houses ; the supply of houses will be gradually diminisbed, 
while the demand for them continues nnaherad ; and hooaa' 
rent will consequently be on the rise. Families which bdbie 
occupied houses of a certain description will be content with 
those that are inferior: others which ah«ady lived in the 
smaller or inferior sort will be obliged to rest satisfied with 
merely occupying apartments in a house. This detemralioa 
of the condition of the tenants wiH only cease when the ofdi- 
nary profits are once more receired by the landords; that is, 
when the whole of the tax imposed has become incident tqMm 
the tenants. Building will, of course, be then resumed, and 
the supply, in this case as in every other, be na 
to the demand. 
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CHAPTER XIX. 

« 

THE OllTERAL PRIITOIPLBS OF TAXATIOIT. 

What, now, are the general principles which should serve 
9m a guide to governments in the enactment of a system of 
taxation ? 

I answer* first, that the amount of taxation should be as 
small as is possible, consistent with a due regard to the 
interests for the protection and promotion of which govern- 
ments are instituted. This remark may seem to be a very 
obvious and common-place one, even to those persons who 
are the least versed in political economy. My object, in 
nevertheless formally stating it, is to impress upon the reader's 
mind, as forcibly as 1 can, what is a productive and what an 
unproductive public expeuditurc ; agreeably to the meaning 
annexed to these terms in the present treatise. The writers 
who adopt the distinction between the productive and the 
mproductive labourers are led by it to designate all the indi- 
viduals employed and paid by the government, in the different 
departments of the administration, executive, judicial, military, 
&C., as well as the government itself, as unproductive, — and 
the whole of the public expenditure likewise, without excep- 
tion, as unproductive. It will be recollected, on the other 
hand, that the various classes just referred to are considered 
by the author as all and equally entitled to be styled produc- 
tive ; and that, in his view, no portion of their labour or 
aervices ought at any time to be regarded as unproductive, 
unless where more persons are employed than are necessary for 
accomplishing the object proposed, or where that object is an 
improper one. The salaries or wages too, which the govern- 
ment pays for the labour thus styled productive, if they be no 
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more than a fair compenaation for it, are necessarily a pro- 
ductive expenditure; as is manifestly the case with every 
other expenditure on the part of the government &r some 
legitimate object. Hence the greater portion of the public 
expenditure, and even the whole of it, may be conceived to be 
of a productive kind. If the last were in fact the case, so far 
from taxation having any tendency to diminish the existing 
wealth of a country, or to retard the progress of national 
wealth, its effects will be exactly the reverse, in as much as 
what it takes from the people would, had it been left with thera, 
have scarcely been at all productively consumed. And the 
inference cannot be resisted that, with an economical admin- 
istration of the government,-^conomical, I mean, in relation 
to the proper wants and duties of government, — ^taxation is 
no evil. I will add, in order to guard against any possible 
misapprehension of my meaning on a point of so much impor- 
tance and delicacy as this, that, when taxation is asserted 
under the circumstances supposed to be no evil, it is taken for 
granted that there is nothing in the manner of its apportion- 
ment among the codimunity calculated to cause any unneoee- 
sary vexation, or to press unequally upon particular olassea, 
especially if these be the poorer classes. Let it be observed, 
moreover, that I have not asserted the probabUUy of a govern- 
ment being administered with the strictest attention to 
economy. This has, indeed, been very seldom the eoMu 
Generally speaking, a government is tempted to ei^nd pro- 
fusely and unnecessarily, exactly in proportion to its aUUty 
of extracting the means for so doing from the pockets of its 
subjects. 

To illustrate my meaning of the distinction between a pro- 
ductive and an unproductive public escpenditure by the 
example of a standing army, I shall assume that, under the 
circumstances in which the United States are placed in respeel 
to the nations with which they are likely to come into collision^ 
and in respect to the Indian tribes on their firontiera ot witUn 
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their borders, an army of 20,000 men is adequate for pro- 
viding against any emergency that may occur in the midst of 
peace, or for forming the nucleus of a still larger army in time 
of war« Now to maintain such an army would be a produc- 
tive expenditure ; on the supposition, however, of this expen- 
diture not being at an extravagant rate. And for the govern- 
ment to insist on maintaining an army of only 10,000 men, or 
Id undertake to maintain one of 40,000, would be, in both cases 
alike, to cause the national wealth to be consumed lestf 
productively than it ought to be. The capital which might 
have been applied to the maintenance of the 20,000 men 
with the proper returns, will not yield proportional advantages 
if it be either diminished one half, or if it be doubled in 
amount A diminution of wealth would result, of a nature 
precisely analogous to the loss of wealth that would be 
incurred, were the government of a country to regulate tho 
investments of capital in such a manner as to cause to be 
produced twice as many or half as many hats and shoes, as 
would be produced should the hatters and shoemakers be 
guffided by no other consideration than the relative wants of the 
community. 

It is no argument to prove the unprodadive character of 
the soldiers of an army to say that if the men composing it 
we(re discharged they could and would be engaged in 
somd productive employment, and that the same wages 
which maintained thend before could still be applied to their 
maintenance while thus productively employed. I say this 
is n6 argument, because the like may be asserted^ reference 
to every other class of the communiy ; the criterion of the 
unproductiveness or productiveness of the labour employed 
being always the same, to wit, — is there, or is there not, 
more labour anployed in any occupation than the interests of 
tie eottHnunity require ? 

If th^ expenditure of the government was always regulated 
wMi a tingle eye to the real interests of the governed, I may 
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observe that all that part of my reasoning uf 'the f oregoii^ 
chapters which was founded on the implied supposition of the 
national wealth being diminished, or its progress retarded by 
taxation, would have no foundation to rest on; and the 
consequences deduced would be of no efiect Their eflfect 
too, in reality, will always be proportional to the uni^roductive 
expenditure of the government. 

The next general principle in reference to the subject of 
taxation I shall mention is, that, other circumstances being the 
same, it is desirable the taxes imposed should be so distributed 
as to give occasion to as few transfers of capital as possible^ 
This principle has been frequently referred to in what pie« 
cedes ; and it is, therefore, already familiar to the readei; 
I shall, accordingly, merely remind liim that, when no trans- 
fers of capital shall ensue on account of taxation, the vaiioua 
products of industry will be consumed in the very same pro* 
portions as before, and the community will not, besides the 
proper evils of taxation, suflfer any of those collateral evils 
which result from the individuab composing it bdng obliged 
to consume what, but for the taxes imposedt they would not 
have chosen to consume. 

Another principle, closely connected with the precedii^, 
is, ccBteris paribuif that an old tax is preferable to a new one. 
To substitute the latter in place of the former is at the same 
time enacting that, on the one hand, more than the ordinary 
profits, and, on the other, less than the ordinary profits 
shall be made by the capitalists respectively employed 
in producing the commodities taxed* Although here, at firstt 
what is one man's loss is another man's gain, yet there can 
be no doubt, as I have before explained, that the loss is 
uncompensated by the gain, if we estimate all the circom- 
stances of advantage or of disadvantage concerned. In 
taking from one man and giving to another, the inconvenience 
or distress which the former suffers is never, in the scale of 
national happiness, or what is the same thing as wealth has 
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beeD defined, in the scale of national wealth, equivalent merely 
to the anginented command possessed by the latter over the 
necessaii^ and luxuries of life. But again, in the transfers of 
capital consequent upon the loss of which I speak, a certain 
portion of capital is always abandoned ; and although, by the 
abandoning of this, no additional loss is incurred, but rather 
(as I before mentioned in an analogous case) prevented, yet 
some idea of the actual loss, the reader will not fail to perceive^ 
may be formed from it. 

A tax which will 'have the effect of lowering the profits 
received in a branch of industry where the circulating pre- 
dominates over the fixed portion of the capital invested, is 
preferable to one which will diminish the profits of capital 
where this is in a greater degree fixed than circulating. The 
truth of this proposition follows necessarily from the greater 
fiicility, generally speaking, of transferring circulating than 
fixed capital 

Taxes should be imposed rather upon a commodity which 
is prepared for final consumption than upon one which is in 
any degree the material on which labour is still farther 
exerted; rather also upon such objects as cannot easily, on 
account of their possessing a great value in proportion to 
their bulk, or for any other reason, be subtracted from the 
operation of the tates ; and they should be imposed with a 
view to readiness and economy of collection. After what has 
been stated, in the preceding chapters concerning taxation, 
the reader will not need any proof of these several propositions. 

I need not here vepeat my reasons for not imposing a 
greater tax on one species of income than on another, or for 
preferring a direct tax on property to any other tax. 

Nor is it necessary for me to say any thing farther concern- 
ing the inexpediency and injustice of governments undertaking 
to travel out of their proper province, and to violate the rights 
of property, as they do when they sit in judgment on the 
ditiributian of the national wealth, determining at their 
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pleasure haw much of it shall be1ott|; to the rich, and how 
much to the poor ; for this is ivhat is in reality done by them 
when they take from the former, by means of taxation, any 
more than their proportional share. 

In opposition to the opinions, which, so far as I know, are 
universally prevalent, concerning the peculiar respect due by 
a government to the capital of a country, and concerning the 
propriety therefore, in every system of taxation, of taxing in 
preference the unproductive, rather than the productive con- 
sumption of the community, I shall remark that, in my view, 
governments ought never to meddle, in any manner what- 
ever, with the proportions in which the weahb produced iM 
destined by its owners to constitute their present or theif 
future consumption ; and that they ought to endeavour so to 
distribute the taxes imposed by them as not to interfere with 
the existing habits of the community as regards saving or 
spending. Indeed, if govemmeuts arc entitled to interfere 
with those habits when legislating for the purpose of raising 
a revenue, why should they not interfere directfy with those 
habits by the enactment of sumptuary laws, now eveiy 
where condemned as an improper invasion of the rights of 
nklividualsT 

To avoid all possible misconception of my meaning when 
laying down general rules for the imposing of taxes, I may 
state what is sufficiently obvious to every reflecting mind, 
•—that those rules will often in practice be found to be incon- 
sistent with each other. As an illustration of this, I may 
adduce the instance of the same dd valorem duty on the 
importation from abroad of tea and coflee, and of jewelry, 
being out of the question, unless when the duty is a very low 
one ; on account of the last article possessing compdrativeiy a 
great value in a given bulk, and being, in consequence of this, 
easily made to evade the pa}rment of the duty, or, iff othef 
words, being easily smuggled into the comitry. We may 
also conclude, if the rate of taxlitiott be h^h, against taiiEig the* 
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importation of tea god coflbo in a less degree thaniheimpoTtSL* 
tionof jeweliyy although the former articles, in the actual coq« 

m 

ditionof 8ocioty» partake largely of the character of a necessary 
of life^ while the latter is manifestly a mere luxury. Other illus- 
trati<Htf cannot fail to present themselves to the reader on a 
little reflection* And in the case of taxation, as in every other 
where the rules of action deduced are found occasionally to 
clash with each other, all that can be done is to endeavour to 
reconcile them in practice as far as we can possibly contrive 
to do so. 

Before leaving the subject of taxation, it may bo 
proper for me to mention, — ^what is, indeed, implied in the 
statements which have been already made, — ^that, just in pro- 
portion as a greater amount of the whole produce of labour is 
taken to itself by the government, will the general cost of 
productbn be enhanced. The effect will be the same as if 
labour had become less productive. Wealth and population 
will increase less rapidly than before ; or they may even be 
made to decrease. And the cost of producing a particular 
commodity, and consequently its price, may have been so 
much enhanced, as to diminish exceedingly the quantity of it 
consumed, and therefore produced. This remark, too, leads 
me to make another of considerable practipal importance, to 
wit, that nothing is more common than for the government 
to miscalculate egrcgiously the amount to be yielded by a 
new tax, or by the augmenting of an old one, especially 
ndiere the article taxed is a luxury, and not a necessary of 
life, with the great body of the people. By doubling the 
tax imposed, the public treasury, instead of receiving twice 
as much, is not unfrequently a loser, on account of the 
diminution of consumption which results. The loss, however, 
is often in part only apparent; since the parties who cease 
to consume, or who consume in less quantity than before, the 
flCrticle on which the tax has been augmented, vriU necessarily 
consnme a greater quantity of other articles, and in aU 



probability a greater quantity <^ flome of Ihbie wUch aie the 
subjects of taxation ; and the revmue oonsequeotly, derived 
from -these, will be larger than it was heretofore. 

When taxes, again, are lowered, it sometimes occurs that 
the public revenue is not only undinunished, but even becomes 
augmented in amount ; the more extended c<Hisnmpti6n of the 
articles on which they had been imposed, and from which they 
have been partially removed, more than compensating for the 
less amount paid by a given quantity of what is coosiimedy 
and jEbr the loss which the treasury suffers by the contempt 
Yaneous consumption of othw articles which pay taxes having 
undergone a diminution. 

And I AM conclude the present cfai^t^ with the general 
remark that the changes which' are consequent upon a repeal 
of taxes are precisely the contrary to those which ensue fren 
the imposing of them, and that, after v^at has afaeady been 
said concerning taxation, the reader may be nSAj kft to 
trace them for himself.* I proceed, accofdii^y, to the maX 
iofic in the natural order of discussion ; thatf namdy » of the 
ejects resulting from the iBCuniog, and the peyia|^ of a 
national debt 
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Mbh are so much tfie creatures of habit, that vrinle they 
are often content to pay a high amount of taxation wUch thqr 
have from year to year continually paid* they ane apt to oo«i« 
plain loudly of every new tax wUch is imposed upon lhem» 
as in a peculiar d^ee oppressive^ Hence it has been the 
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policy of governmeatfl to add only gradually to the taxes of a 
country. To enable them to do so, they have sometimes had 
recourse to the accumulation of a treasure in a time of peace, 
as a provision against the exigencies of a state of war. That 
this provision should seldom have been found adequate for the 
purpose intended is not to be wondered at, when we bear in 
mind the warlike propensities of mankind, and the very slight 
pretexts which, from the earliest to the present day, have 
aflforded occasion for national hostilities. In modern times, 
governments have resorted, in consequence of this, to public 
loans; more particularly in countries where the government, 
irom the manner in which it is constituted, is possessed of a 
certain degree of credit The facility of borrowing has how- 
ever, as in the case of a sorpfass treasure, almost invariably led 
to an extravagant expenditure of the public money, and to the 
engaging in useless and even frivolous wars with other coun- 
tries ; which, in their turn, have led to the continual extension 
of the borrowing or funding system ; the United States of North 
America furnishing a singular instance of the entire payment 
of a considerable national debt. 

At first view, it might perhaps appear to be hardly consis- 
tent with established principles that a nation, which, instead 
of paying its debts, goes on for a considerable period augment- 
ing them, and augmenting them too until they amount to a 
sum so enormous as to take from the most sanguine minds 
almost, or altogether, ail hope of their ever being paid, should 
notwithstanding maintain its credit, and continue, whenever 
it has occasion for so doing, to borrow yet more on reasona- 
ble tenns. Yet such bas been the fact in Great Britain, 
and that in despite of the most sinister predictions of her 
enemies, as well as of the more desponding of her own people, 
uttered repeatedly at different stages of the progress of her 
debt And why this should have been so, is not a matter of 
very difficult explanation. There are in every country a 
nomber of individuals who, if they were assured of the conti- 
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nued and punctual pa}nnent of the interest on the money 
loaned by thenit would never be disposed to call for payment 
of their principal, or to complain of its being withheld froai 
them. As the debt is, besides, made transferable from one 
individual to another, the national creditor needs be at no loss 
to realise any portion of it which he may hold, by the transfer 
or sale of it to some one else. The government, again, may 
not content itself with regularly paying the interest on the 
debt out of the funds generally received into the public trea- 
sury : it may pledge, for this purpose, the proceeds of certain 
taxes already imposed ; or rather, on the contracting of any 
new loan, it may impose additional taxes, the proceeds of 
which are to be thus appropriated* It may do yet more than 
this. At the same time that a provision is made for paying 
the interest of the national debt in perpetuity, if this should be 
required, the means may be procured, by another addition to 
the taxes imposed, for gradually extinguishing the debt itself. 
The process of extinction, however slow, is evidently a sure 
one, whatever may be the amount of the debt incurred ; that is, 
provided the government does not go on borrowing at the very 
time that it is paying off what it already owes, and borrowing 
too, as was for a series of years the case in Great Britain; 
to a greater amount than it paid. Notwithstanding this, the 
British government was able to maintain its credit, so as to 
borrow continually on comparatively advantageous terms, 
on account of the punctual payment of the interest contracted 
for ; and of the confidence produced in the public mind, by the 
system of simultaneously augmenting the taxes to an amount 
more than adequate to meet such payment, that the country 
had not as yet attained to the limit of its resources, and that 
a national bankruptcy was therefore wholly out of the ques- 
tion, unless the institutions of the country should be all reck* 
lessly swept away by a revolution, in the worst sense of this 
term. 
But I have expressed myself rather too strongly. The 
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circumstances just mentioned were not the only ones which 
enabled the government of Great Britain to maintain the 
public credit unimpaired. There was an illusion extensively, 
and indeed universally, diffused concerning the nature and 
operation of the sinking fund^ or sum annually set apart for 
the extinguishment of the debt, which contributed to that 
result I allude to the notion that the fund in question was 
really operating to produce the effects for which it was 
created ; although, more money being annually borrowed than 
was paid to the existing creditors, the national debt was all 
the time rapidly increasing. In such a state of things, the 
sinking fund, however nominaUy the product of taxation, was 
in truth altogether a loan ; and its management consisted in 
the simple and very superfluous occupation of borrowing with 
one hand in order to pay with the other. 

In what respects is a national debt an evil T In replying to 
to this question, there has been quite as much vague and 
unmeaning declamation as perhaps respecting any other point 
of interest in our science ; and the evil is often verv much 
exaggerated, while it is sometimes entirely misconceived, and 
supposed to be of a very difierent nature from what it is in 
reaUty. The evil will be perceived by any one of my readers, 
who has made himself acquainted with the principles which 
have been explained in the first book of this treatise, to be 
dependent for its amount on the degree in which the money 
borrowed has been unproductively expended. So far as it was 
necessarily or properly expended, its expenditure was a 
national good, and not a national loss. And the debt^ instead 
of having been an evil, was a blessing ; just as a debt of an 
individual is to be regarded in that light which is productive 
to him of a gain, greater in amount than the inconvenience 
suffered by him from the necessity of paying the interest of 
the money borrowed. 

The circumstance, it is true, of a government being able to 
borrow the means of going to war on any emergency, or of 
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engaging in any expensive undertaking, has repeatedly led to 
a lavish and useless expenditure of those means. In so far aa 
this last may have taken place in any country, the debt will 
have been any thing but a blessing. 

But to look upon the whole of a debt as indicative of an 
unproductive consumption of an equal value having been 
incurred, is an errour of no ordinary magnitude ; an errour, 
too, not to be sustained by assuming the ground that, if what 
was borrowed by the government had not been expended in 
providing for the national defence, or for other purposes of 
public utility, but had been left in the possession of the people 
to be by them productively expended, population and wealth 
would have advanced more rapidly. The very same thing 
might, indeed, be said in reference to any other productive 
expenditure. For example, were the human species so con- 
stituted as to require no food for the sustaining of life, how 
much more rapidly would not wealth of every other descrip- 
tion, and therefore population, admit of being augmented in a 
given time ! 

To make payment of a national debt will not remedy the 
expenditure unproductively of any portion of the money 
borrowed. If the public creditors or fund-holders reside 
within the country itself, such payment will be equivalent 
simply to a transfer of the amount of the debt from the 
pockets of the community in general to those of the creditors ; 
the community, on the other hand, being relieved, in time to 
come, from the payment of the interest But to possess a 
given portion of wealth and to pay the interest upon it, is here 
manifestly the same thing in reference to the country regarded 
as a whole, as to part with that wealth and to be relieved from 
paying the interest 

In the next place, let the debt be due to parties residing in 
foreign countries. Then if the rate of the interest to be paid 
be equal to the ordinary rate of the interest of money in the 
country itself, it is plain that the payment of the debt wonld 
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amount to a sacrifice by the debtor-country of all the advan- 
tages to be derived from the possession of the wealth thus 
parted with, beyond the ordinary profits it is capable of 
yielding. I say beyond the ordinary profits it is capable of 
yielding ; because, even though all the wealth in question be 
not employed as capital, a given portion of what is so em- 
ployed is of no more exchangeable value, and therefore of no 
more advantage to the country, than is an equal portion of 
it that is consumed unproductively. And if the interest of the 
debt be less than the ordinary rate of interest or of profits in 
the country itself, as it in all probability will be when the 
national creditors are resident abroad, my readers will easily 
understand how the payment of the debt might be, to a certain 
extent, a public loss instead of a public gain. 

But by the payment of the principal of a national debt, 
the community will, under any circumstances, be saved the 
expense of collecting the taxes which are requisite for pro- 
viding for the interest ; and be saved all the other inconveniences 
or annoyances less or more connected with the .collection of 
those taxes. In addition to these savings, I know of no other 
advantages which can be derived from the paying off of a 
national debt, excepting only the moral eflfect of such pay- 
ment in confirming the public credit, and in the impression it 
is adapted to produce on other nations of th^ magnitude of 
the national resources. 
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CONCLUSION. 



In bringing the present treatise to a close, it maj be proper 
for me to make a few remarks on some of the most impor- 
tant principles which I have aimed at establishing. 

I shall begin with once more calling the attention of 
the reader to my application of the term capital as 
well to immaterial as to material products. Of the prac- 
ticability of such an application of it, I may now assume 
that he can have no doubt As to its expediency, I 
cannot but think that, if he will recur to the numerous discus- 
sions which occupy the preceding pages, he will perceive 
the analogy between material and immaterial products to be 
so very striking, that there is scarcely any important conclu- 
sion to which I have arrived respecting the one of these 
classes, which cannot be equally predicated respecting the 
other. To enable himself to perceive this analogy in the 
clearest mamier, all that is necessary is for him to re-examine 
any portion of what I have veritten, and which he may consi- 
der to be vitiated in any degree by immaterial wealth having 
been comprehended in the definition of capital, — and while he 
re-examines it, to do so on the supposition of capital having a 
reference to matter alone. He wHl discover how very rarely 
it will be necessary to alter a single word, in order to render 
the language employed consistent with itself. In my opinion 
too, he cannot fail to look upon the generalisation of the 
term in question, which I have ventured to propose, as 
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perfectly justifiable ; and not merely as perfectly justifiable, 
but also, like every otlier successful generalisation in science, 
as in a high degree expedient. 

To repeat a remark which was made by me before, the 
definitions of wealth and of capital should always be in 
keeping with each other. If the former have a reference 
only to matter, it will be proper to confine the latter likewise 
to matter only : if the former be made to comprehend imma- 
terial as well as material products, so should the latter. 
Moreover, by adopting the more comprehensive definitions 
of these terms, we are enabled to rid ourselves of the distinc* 
tion, so liable to a wrongful application, between productive 
and unproductive labour ; no labour being then to be stigma' 
Used as unproductive, excepting when a greater amount of it is 
employed in producing a commodity, than is required by the 
natural relation in respect to it of supply and demand. I may 
add that in applying the term wealth to the products of the 
intellect, we shall be enlarging the province of political 
economy, from a concern with our mere bodily wants, to the 
consideration of all the various circumstances which are 
capable of contributing to our prosperity or happiness ; and 
be thus conferring upon it a dignity which it would be other- 
wise far from possessing. 

In the next place, I may request of the reader to call to 
mind the frequent, and indeed continual use, that I have made 
of the theories of rent and of population, in the discussion of 
the most interesting practical problems which our science 
presents to us for solution. I hope too that, in doing this, he 
will agree with me in the opinion that to deny the truth of 
tliose theories, or even to give to them a secondary place 
among the doctrines of political economy, is to throw the 
science into utter confusion, and indeed to take from it all 
pretensions to the rank of a science. 

A proper understanding, too, of the principle of population 
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discloses to us the moral relathnn of political economy ; rela- 
tions which confer upon it a peculiar dignity, and, I do nol 
hesitate to say, elevate it to the highest rank among the 
branches of human knowledge. The great truth has thus 
been impressed upon us in the clearest mannery that the coib- 
mand of the great body of every community over the oeces* 
saries and luxuries of life is determined in a much greater 
degree by moral than by physical causes; and that its 
enlargement depends, therefore, in a much greater d^ree 
on the general diflusion of education, of morals, and of reli- 
gion, among the people, than upon the particular system 
of l^islation that may be adopted by the government 

Political economy is, nevertheless, very far from leading us 
to conclude that the form of government or system of legis- 
lation to be adopted is a matter of only slight importance. 
While, on the one hand, it checks the presumption of the 
statesman in substituting his own views, and not sekkrni hia 
own very superficial views of expediency, for the wisdom of 
nature, it points out to him distinctly the cases where he can 
interfere with thiqgs as they are with advantage to his feUow* 
men, and how rapidly he shall do so. Hence it is calcutaledt 
when its doctrines shall be more generally diffused than the/ 
are at present, to become the most eficient reformer of existing 
abuses ; for, where every step that is taken in the progrea of 
improvement is taken in the right direction and at ibc proper 
time, no reactions will have to be appdnehended. Hence too» 
the general diffusion of the doctrines of political economy 
will co-operate powerfully with the necessary effect of the 
continually extending influence of Christianity^ in restraining^ 
on the one hand, the tendencies to rtwdiuionary mgflsurMt 
which are in our own day so widely prevalent among the 
more civilised nations of the earth; and inducing, on the 
other, a reverence for the laws, and a readier acquiescence 
in their dominion. Such will be the results produced on |he 
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miDds alike of all classes of the communitv. The more 
privileged and wealthy classes, instead of being disposed, on 
the principles of an absurd and rigid conservatism, to resist, 
at the outset, every proposal for a reform in the existing 
state of things, will become anxious for reforms to be intro- 
duced, fast enough to prevent any supposed necessity or pre- 
text for revolutionary action on the part of the multitude. 
And the people in general, now made aware that violent 
measures will often, by the reactions to which they are liable, 
retard the attainment by them of the objects which they have 
in view, will more readily consent to bear the evils of which 
they complain for a somewhat longer period, rather than 
plunge themselves, as well as every other class of the com- 
munity, at once into all the miseries, or even horrors, of a 
revolution. 

But it is not only by their tendency to operate on the minds 
of men in the manner which has just been described, that a 
diffusion of the doctrines of political economy is an object in 
the highest degree desirable, and that the revolutionary temper 
of the times can be allayed. By inculcating upon the rich 
and the poor that their interests, properly understood, are not 
in opposition to each other, as these parties, and especially the 
latter, are now so apt to imagine, and that to preserve the 
rights of property inviolate, never taking from the rich for 
the mere purpose of giving to the poor, is the most efiectual 
means of permanently benefiting both, the political economist 
contributes effectually to remove the grounds of controversy 
between them, and to secure the internal tranquillity of society. 
And again, he contributes to secure this tranquillity, by point- 
ing out distinctly how much of the good and of the evil, 
which is the lot of mankind, flows from causes wholly inde- 
pendent of the constitution of the government under which 
they live, or of the manner in which it is administered. They 
are led, in consequence, not to attribute every evil endured by 
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them, and not readily traceable to other causes, to the mis- 
conduct of their rulers, or to that constitution of govenunent; 
nor to expect any sudden and extraordinary advantage to 
result from mere political change. 

And while the science of political economy is adapted to 
shed a kindly and a peaceful influence at home upon the mutual 
relations of the difierent classes of society, it is equally 
adapted to exercise a beneficial influence on the mutual rela- 
tions of the different countries of the civilised world. It does 
this by putting the seal of its condemnation upon various 
barbarous practices^ which are still tolerated by the law or 
the forbearance of nations ; but especially by its promulga- 
tion in unequivocal terms of the great truth, that the pros- 
perity of any one country is conducive to that of every other 
with which it has intercourse ; and of this other great truth, 
that an entire and uninterrupted freedom from restrictions of 
every description would be the most desirable state of things, 
in respect to commerce, among all the nations of the earth, — 
a state of things in which each nation would be able to derive 
the fullest advantage from the advances in wealth and pros- 
perity of every other, and in which the advantageous division 
of labour could be carried to the greatest extent. 

Finally, I may observe that the whole spirit of political 
economy, like that of Christianity itself, is a spirit of peace and 
good-will to all mankind ; and if civil contentions, or foreign 
warfare, shall hereafter occur less frequently than they have 
hitherto done, or, when occurring, shall be carried on with a 
greater degree of respect to the rights of individuals in their 
persons and property, all this will .be owing, next to the 
wider diffusion of christian principles and practice, to the 
more general acknowledgment of the truths of our science. 

With the observations before him which have just been 
made in this " conclusion^ of the present treatise, may the 
author not hope that his readers will agree with him in the 
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opinion, that political economy is not only entitled to a place, 
as he has already said, in the highest rank among the various 
branches of human knowledge, but that it is in fact the 
master science of the age in which we live 7 And will they 
not therefore pronounce him to be in no wise extravagant, 
when he urges the study of it upon every individual in the 
community having leisure for the purpose, and especially upon 
•very individual who aspires to the attainment of a liberal 
education T 
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ADDENDA. 



1. In my second book, when I adduced the extensive use in 
Ireland of the potato as an illustration of the disadvantage of 
cheap food and dear luxuries, when compared with a state 
of things in which food was dear and luxuries cheap, I did 
not intend to imply that I was stating the only mode in which 
the use of that root by the people of Ireland has tended to 
deteriorate their condition. The other modes in which it has 
this tendency are stated by Mr. M'CuUoch in the following 
manner. I quote from the valuable notes in his edition of the 
" Wealth of Nations." 

** In the first place : owing to the impossibility, as to all 
practical purposes at least, of preserving potatoes, the surplus 
produce of a luxuriant crop cannot be stored.up or reserved as 
a stock to meet any subsequent scarcity. The whole crop 
most necessarily be exhausted in a single year; so that when 
the inhabitants have the misfortune to be overtaken by a 
scarcity, its pressure cannot be alleviated, as is almost 
uniformly the cass in corn-feeding countries, by bringing the 
reserves of former harvests into the market. Every year is 
thus left to provide sustenance for itself. When, on the one 
hand, the crop is luxuriant, the surplus is comparatively of 
little use, and is wasted unprofitably; and when, on the 
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other hand, it is deficient, famine and disease neeessarily 
prevail." 

'* In the second place : The general opinion seems to be, 
that the variations in the quantities of produce, obtained from 
land planted >vith potatoes, are decidedly greater than the 
variations in the quantities of produce obtained from land in 
which wheat or any other species of grain is raised." 

^*And lastly: Owing to the great bulk and weight of potatoes, 
and the difficulty of preserving them on ship-board, the 
expense of conveying them from one country to another is so 
very great, that a scarcity can never be materially relieved 
by importing them from abroad. In consequence, those who 
chiefly depend on potatoes are practically excluded from par- 
ticipating in the benevolent provision made by nature for 
equalising the variations in the harvests of particular countries 
by means of commerce, and are thrown almost wholly on their 



own resources." 



** For these reasons," continues Mr. M'Culloch, ^ it seems 
as if the rapid extension of the potato cultivation was one of 
the most serious evils with which this and most other Euro- 
pean countries are now threatened." 

It is evident, I may add, that it is by frequently depressing 
for a time the condition of a people the circumstances above 
enumerated have a tendency permanently to depress their 
condition. 

2. When treating of paper-money and banking, the reader 
will recollect that my language, in general, had no reference 
to the deposites made with the banks by individuals, and 
which they were at liberty to withdraw again at their discre- 
tion ; and that the reason for this was the entire similarity in 
the nature of the business of a bank of circulation, whether it 
discounted the notes of individuals and issued its own notes 
on a capital of its own exclusively, or on an equal capital 
composed in part of that which was properly its own, and in 
|>art of the average amount of deposites in its possession. 
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The reader will also recollect that I have all along estimated 
the efficiency of the different qomponent portions of the cir- 
culating medium, as well by the comparative rapidity with 
which they circulate, as by their quantity. Having done all 
this, I supposed that it was unnecessary for me to state expli- 
citly any opinion as to whether the bank deposites were, or 
were not, a constituent portion of the circulating medium. 
Upon farther consideration, however, I have become some- 
what apprehensive lest my opinion on this point should, after 
all, be misunderstood. Accordingly, I now state that those 
deposites compose, I think, as much a portion of that medium, 
as if they were in the immediate possession of their owners. 
Indeed, they compose a more efficient portion of it ; because, 
while they are held by the banks, they give occasion to the 
discharge of debts by means of bank checks, or of transfers 
on the books of the banks of an entry to the credit of one 
individual to the credit of another ; and because they furnish a 
basis on which a certain portion of the circulation of the banks 
is made to rest. 

To illustrate the last remark, and at the same time to guard 
against any mistake being made by the reader concerning 
another point in respect to which I may possibly not have 
expressed myself with sufficient distinctness, I may mention 
that, on the occurrence of an extraordinary demand for 
specie, this will be drawn from the banks, not merely in 
exchange for their notes, but also by the withdrawal of the 
deposites made with them. The consequence will manifestly 
be that the banks will curtail their discounts, and diminish the 
amount of their paper in circulation, as well on one of these 
accounts as on the other; or failing to curtail sufficiently, 
will on both those accounts be obliged to suspend specie pay- 
ments. 

3. Since that part of my treatise relating to money and 
banking was written, a great variety of suggestions have been 
made for the purpose of correcting the evils of our existing 
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system of banking. It would be scarcely worth while for me 
DOW to go at any length into a discussion of these ; and I shall 
content myself with a short notice of one or two among them 
that are of a nature to require it most 

It has been proposed that the stock of every new bank 
should be always sold, in the first instance, at public auction 
to the highest bidder ; the excess of the proceeds of the sale, 
above the par or nominal value of the stock, to go into the 
treasury of the state. This would be a very convenient mode 
of transferring from the bankers to the public the extraoidi- 
nary profits which they might otherwise receive, and of 
placing them on a level with all other capitalists. But, in 
itself, it would be evidently altogether unavailing to accomplish 
the great and desirable object of preventing the alternate 
expansions and contractions of the circulating medium, which 
are attributable to our American system of banking. Neither 
the holders of bank stock, nor the directors who are their 
agents, will be the less anxious to make large profits, 
or, which is the same thing, to receive large dividendsi 
because they had originally to make purchase of the stock at 
a higher price. 

The measure accordingly, which has at the same time 
been proposed for checking the undue expansions, and conse- 
quent contractions of their circulation, by the banks, is to limit 
by law the amount of their dividends, by rendering it obliga- 
tory on them, where their annual profits exceed a certain per 
centage on their respective capitals, to pay over the excess 
into the public treasury ; which excess is then to be at the 
disposal of the legislature for any purposes to which the other 
portions of the money of which it disposes are applied. I have no 
hesitation in saying that, if we are much longer to have our 
present system of banking in any forrn^ this would be a 
desirable modification of it. It is, however, not by any means 
free from objection. 
In the first place, while the advocates for it declare them- 
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selves to be opposed to the receiving hereafter by the state of 
a hofnuB as the price of incoqiorating a bank, the state ^ill in 
reality be receiving snch a compeosation for doing this, and 
in two different ways ; by the excess of the price of the stock, 
when sold at public auction, over its par value ; and by the 
amount which may occasionally be paid into the public trea- 
sury, in consequence of more profits having been realised by 
the bank than is allowed by the act incorporating it. That this 
last will sometimes occur, will follow from the anxiety which 
the directors of the banks will naturally entertain to divide as 
much among their constituents, the stockholders, as the law 
allows them to do : to extend the circulation of their notos 
beyond what is necessary to accomplish diis object, will be 
looked upon by them as erring on iht safe side. Now I may 
ask if there be not some danger of the reception of such a 
bonus as this having the effect of disturbing the regular and 
impartial action of the legislature, when the question 
shall be brought before them of the re-incorporation of a 
bank 7 Will not, quite probably, one bank have its charter 
renewed, and another be refused a renewal of its charter, on 
the ground that the one had been more liberal than the 
other in the tribute paid by it into the public treasury 1 
And again, will not all this take place to an extent 
efficiently great to diminish materially the advantages 
anticipated from the proposed restriction upon the bust- 
ness of banking ? 

But there will be an extraordinary inducement for the legisla- 
ture to multiply the number of banks, in the amount to be receiv- 
jed by the state from the sale of their stock in the manner before 
described. And although, as was before shewn, afier a certain 
amount of capital has been afaready invested in banking, no 
new bank can obtain any share of the circulation excepting at 
the expense of that of the banks previously existing, and 
every inc<»rporation of a new bank will therefore be interferii^ 
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with the profits of these banks, and will be reducing Aem 
more and more below the ordinary profits upon the value 
which was originally paid by the stockholders, there can be 
no doubt of the muktpUcation of the banks going on until at 
length no bank shall be able to make more than the ordinary 
rate of profit upo^ the par valuA of its stock ; when, too, no 
one would be disposed to invest his capital in the business of 
banking, rather than in any other branch of industry. At 
this point in the series of changes ensuing from the adoptioti 
of the measures under examination, and indeed l<mg before it, 
it is plain that the restriction of the dividends or profits of the 
banks to a c^rtaiA per centage would be wholly nugatcxy. I 
may add, what some of those who have proposed those mea- 
sures are scarcely aware of| that the state iA things, thus 
shewn to be the ultimate consequence of their adoption, 
is very similar to that which would take place with a 
free trade in banking, comprehending, under the term 
banking, the issuing of a paper currency. This similanty 
in the two cases, vsiy readers, after all that I have ddi« 
vered on the subject of baiddng in my third book, wSl 
be able to perceive distinctly without any fiirther expla- 
nation on> my part 

I have said that the measvres into the tendency of which I 
have been inquiring wouU be a desirable medificalion of our 
American system of banking, becaciselb^ would without doubt 
for a time have the efiect to alleviate the evils of the sysfeeni ; 
and act because of their beiag hkely to lead the way to the 
ultimate adoption of a firee trade in the business of bankingi 
B^ reducing, too, the profite of the capital' invested in bank* 
ing to the ordinary rate of profits, they would, quite probMf^ 
abate the zeal of the holders of bank stock for the eristjng 
state of things, and prepare the way for the tndodnctioo, m 
plac^. of a bank note circulslion^ of a ciroulaliea of tyea s oiy 
■oftea issued by the. goronuaent, and constitiitQd m aoona 
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such manner as that described in the present treatise, — ^the 
only paper money which, in my opinion, combines all the 
advantages of bank notes, and which is at the same time not 
more susceptible of alternate expansions and contractions than 
specie itself 
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